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REPORT OF THE AUDITOR GENERAL 
TO THE HOUSE OF COMMONS 


FOR THE FISCAL YEAR ENDED 31 MARCH 1981 


INTRODUCTION : 


The principal functions and responsibilities of the Auditor General of 
Canada are set out in the Auditor General Act, S.C. 1976-77, c. 34, which came 
into force | August 1977. My responsibilities in respect to those Crown 
corporations for which I have been appointed auditor are set out in sections 76 to 
78 of the Financial Administration Act, R.S.C. 1970, c. F-10. The Auditor 
General Act is included as Appendix A to this Report and the relevant sections of 
the Financial Administration Act as Appendix B. 


In compliance with section 7 of the Auditor General Act, my Report 
for the fiscal year ended 31 March 1981 is presented herewith. 


My examination included general reviews of the accounting procedures 
and such tests of accounting records and other supporting evidence as were 
considered necessary in the circumstances. My staff was provided with all the 
information and explanations required. I should like to express my appreciation 
and that of my associates in the Audit Office for the co-operation extended to us 
by officials of departments, agencies and Crown corporations. 


The financial statements of the Government of Canada for the fiscal 
year ended 31 March 1981, which have been prepared by the Receiver General for 
Canada in accordance with the provisions of section 55 of the Financial 
Administration Act and appear in Volume I of the Public Accounts of Canada, 
have been examined by me as required by section 6 of the Auditor General Act. 
These statements and my opinion and observations thereon are reproduced as 
Appendix D to this Report. 


Kenneth M. Dye, F.C.A 
Auditor General of Canada 
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MATTERS OF SPECIAL IMPORTANCE AND INTEREST 


1.1 This is my first annual Report to the House of Commons since being 
privileged to become Auditor General and, in this chapter, I comment on matters 
that seem to me to have special importance. I am also taking advantage of the 
fact that I am a new arrival in Ottawa to draw attention to issues that trouble 
me. 


1.2 My point of view is that of someone coming for the first time upon the 
bureaucracy in all its sprawling immensity and puzzling entanglements. If there is 
a risk in first impressions, the offsetting risk is that familiarity and the comfort 
of habit may later dull my perception. 


133 The nature of the Office of the Auditor General changed dramatically 
when the Auditor General Act was passed in 1977. That Act specifically provided 
for what has come to be known as comprehensive auditing. 


1.4 The vision, innovative thinking and _ driving energy’ of 
James J. Macdonell fuelled the initial development of comprehensive auditing in 
Canada. His aim was to make the Office of the Auditor General a more sensitive 
and probing instrument. It was Mr. Macdonell's view that the Auditor General 
should not only fulfil his traditional role of informing Parliament as to the 
accuracy, probity and completeness of government accounting; he must also 
comment on the extent to which economy and efficiency are given due regard by 
public service managers, and whether those managers have procedures in place to 
measure the effectiveness of government programs. 


1.5 The imaginative concept represents a major advance within the world 
of auditing. Mr. Macdonell will, I believe, be remembered as a great Canadian 
for this work on behalf of Parliament and the taxpayers. 


1.6 I intend to give my continuing support and energy to the development 
of comprehensive auditing -- it must become a working reality throughout govern- 
ment. The commitment of this Office is to make value-for-money auditing 
increasingly effective in meeting Parliament's need for an incisive and accurate 
picture of the quality of management systems and practices within the public 
service. We will recognize particular achievements in efficiency and economy, 
striving for a fair perspective and focusing on particular details only where 
necessary. 


Vey) At the same time, the Office of the Auditor General will re-emphasize 
the attest component of the comprehensive audit and continue to carry it forward 
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with vigour and skilled attention. Comprehensive auditing with its attest function 
at the core is an important concept whose time has come. 


Reporting 


1.8 In the past four years, 26 comprehensive audits have been carried out. 
Eight are reported here. This ongoing work, incorporating as its key element 
value-for-money auditing, has already led to important insights. We are con- 
vinced that a comprehensive audit, conducted by experienced personnel and 
carefully reported, is a very effective tool for line managers of departments and 
agencies who are responsible for achieving better management. 


1.9 But the main purpose of the comprehensive audit is to be useful to the 
parliamentary committees responsible for dealing with the Estimates and Public 
Accounts of government organizations. To this end some problems need to be 
overcome. It is already evident that the increase in information made available 
through comprehensive audits adds to an already overloaded agenda for the Public 
Accounts Committee. 


1.10 Releasing the results of our audits in a single annual report may not be 
the most productive procedure. It would be better for all concerned, it seems to 
me, to table the reports of particular comprehensive audits as they are com- 
pleted. This view is supported by members of the Public Accounts Committee 
who have expressed a desire to deal with our findings and recommendations on a 
more timely basis. Completion-date reporting would achieve this timeliness for 
the Public Accounts Committee. The scheduling of Audit Office work would 
benefit substantially as well. 


1.11 It might be possible to achieve more prompt reporting under section 
8(1) of the Auditor General Act. This would be consistent with the recommen- 
dation in the Public Accounts Committee's First Report to the House of 
Commons, 18 July 1980, that "the Auditor General use more often his power to 
make special reports so that your Committee is able more often to examine 
Current issues". The hazard, however, is that the frequent issuing of special 
reports may detract from the primary intention of section &(1), which is to permit 
the Auditor General to alert Parliament to matters of pressing importance or 
urgency. 


1.12 Therefore, my view is that we should seek authority to experiment 
with more frequent reporting. If it is found to be more useful for all concerned, 
an amendment to the Auditor General Act, permitting tabling of the results of our 
comprehensive audit reports as soon as they are completed, may be in order. 


1.13 My Own experience is with the terse, compressed style of private 
sector reports. I intend to impress upon this Office the merits of such clarity and 
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succinctness. Because auditing involves a great deal of patient and sometimes 
dogged examination, it is not surprising that, after such extensive work, some 
auditors have a human reluctance to turn in a brief report. However, the effec- 
tiveness of this Office lies in bringing to the attention of Members of Parliament 
only those matters that are material and significant. 


1.14 While I give my full support to auditors who are accustomed to the 
requirement that they be courageous and forthright in what needs to be said, I will 
encourage my staff to be equally courageous in leaving unsaid those things which, 
having little significance, need not be said. At the same time, it is essential that 
our auditors continue to be mindful of their responsibility to be balanced and 
constructive in their observations, giving credit where credit is due and being 
reasonable and helpful in the recommendations they make. 


Paper Burden 


1.15 Coming to this Office from the private sector, I am vividly aware that 
business people throughout Canada associate governments with red tape, complex 
forms and myriad documents in duplicate and triplicate copies. 


1.16 I am at once amazed by and concerned about this apparent prolife- 
ration of paper. We reviewed one aspect of this in our government-wide audit of 
Management of Photocopying, reported in Chapter 4. We found that departments 
and agencies of the federal government produce about 900 million copies on an 
annual basis. This is probably a conservative estimate. We also estimate, again 
conservatively, that government-wide costs, including labour, of making these 
copies are likely in excess of $50 million a year. Even though these costs may be 
stabilizing, my suspicion is that there is tremendous room for cost reduction. 


1.17 Our audit did not attempt to establish the extent to which copies being 
made were in fact necessary. No one knows, however, how much is being thrown 
out, how much is being copied needlessly, how much time is spent reading 
unnecessary information or how much additional storage space is needed to keep 
mountains of information long after the need has passed. The fight against red 
tape and paper burden is one that we can all join. 


Auditing in Crown Corporations 


1.18 Legislation is necessary to provide for comprehensive audits in all 
Crown corporations wholly owned by the Government of Canada. Only through 
such audits may Parliament be given independent assurance concerning systems 
and procedures related to financial and management controls. 


1.19 The comprehensive audit would monitor the degree to which, in 
conducting the affairs of each corporation, there has been due regard to economy, 
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efficiency and effectiveness. This information is especially significant for the 
Directors of the corporations. 


1.20 One has only to look at the objectives of various Crown corporations 
as set out in the Estimates to see beyond argument that the traditional financial 
audit cannot tell Directors or Parliament whether management practices have 
been consistent with the objectives approved by Parliament for Crown corpo- 
rations. 


1.21 For example, the objective of the Canadian Broadcasting Corporation 
is "to develop and provide a national broadcasting service for all Canadians in 
both official languages, in television and radio, and an international service, both 
of which should be primarily Canadian in content and character." The Canadian 
Film Development Corporation has the objective, "to foster and promote the 
development of a feature film industry in Canada." The Federal Business 
Development Bank's objective is "to promote and assist in the establishment and 
development of business enterprises, particularly small business in Canada." 
Canada Mortgage and Housing Corporation has’ the objective of promoting 
"access to adequate housing for Canadians at a cost they can afford in a sound 
community environment." These are just a few. 


1.22 It is safe to say that experience with comprehensive auditing would 
soon convince even the most sceptical of its advantages to everyone concerned 
with managing and directing these corporations. 


1.23 In my view, the results of such comprehensive audits should, in the 
first instance, be reported to management and the Directors of Crown corpora- 
tions and then, if appropriate, to the responsible Minister. Only in an extra- 
ordinary situation, involving serious public concern, would it be necessary for this 
Office to report directly to Parliament. 


1.24 It is important, however, to be clear that Parliament has a legitimate 
concern in respect of Canada's Crown corporations. The audits of wholly-owned 
Crown corporations, dependent on tax dollars for their existence, should be 
subject to audit by the Auditor General as an Officer of Parliament. Crown 
corporations that produce sufficient revenue to be considered commercially viable 
fall into a different category. Such corporations should be free to engage auditors 
from the private sector. For these corporations, the interests of Parliament and 
of the taxpayers should be additionally safeguarded by requiring that the Auditor 
General or his representative be entitled to receive notice of and attend Audit 
Committee meetings. 


The Cost of Auditing 


1.25 — The cost of the comprehensive audit is greater than the cost of the 
traditional financial audit. Several factors are involved. Initial expense in 
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developing and refining the concept, including the training of those who undertake 
their first comprehensive auditing assignment, has been high. The multi- 
disciplined audit teams comprise skilled and experienced professionals. 


1.26 In my commitment to ensure the growth of comprehensive auditing, 
one of my first tasks must be to ensure that the method becomes more cost- 
effective. . 


1.27 Comprehensive auditing clearly can save money through improved 
managerial and systems performance. This saving will be enhanced by discovering 
methods of reducing the cost of the audit itself. Just as random sampling can 
reduce the expense of the traditional attest audit, so new techniques must be 
developed to reduce the cost of the comprehensive audit. 


1.28 The cost of audit extends beyond this Office. Since coming to Ottawa, 
I have become aware of the perceived duplication of audit activity that arises 
between the internal audit organizations in departments and agencies, the audit 
activities of central agencies, particularly the Treasury Board and the Public 
Service Commission, and the work of this Office. 


1.29 We will endeavour to improve co-operation and co-ordination with the 
audit agencies within the government community. Managers rightly resent 
duplication, which takes them away from their primary responsibilities. 


1.30 This Office will also continue to rely on the co-operation of public 
accounting and management consulting firms in the private sector to provide 
experienced assistance on contract and through the Public Service Commission's 
Interchange Canada program. These sources allow the Office to employ specialist 
talent and experience that would not otherwise be available, and to use it only 
when required. The approach is cost-effective and significantly improves the 
quality of our audit work. 


fee I We are indebted to the individuals and firms who participate. This 
continuing interrelationship has become a fine example of the kind of partnership 
between the private sector and government that provides better service to 
Parliament. An important by-product is that the pioneering work done in 
comprehensive auditing has been shared with the auditing community throughout 
Canada. 


National Debt and Annual Deficits 


1.32 A new Auditor General, concerned with economy and efficiency in 
government, becomes vividly aware of the long shadow of the National Debt. 


ll 
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1.33 The National Debt now stands at $82.8 billion. Servicing the Debt in 
fiscal year 1980-1981 cost more than the total of all corporate income taxes 
collected. It accounts for more than one-fifth of every tax dollar, and its load 
burdens all the people of Canada like a huge, high-interest mortgage. 


1.34 The existence of the National Debt underlines the importance of 
economy and efficiency in government operations. It is well to remember, 
however, that while the Auditor General shares with deputy ministers and other 
Senior managers in government the responsibility for helping to achieve economy 
and efficiency in the use of money appropriated by Parliament, the deficits of 
recent years ($12.7 billion for 1980-81 and budgeted at $13.7 billion for 1982-83) 
reflect political decisions. 


1.35 These deficits result, at least in part, from Government policy which 
is outside the purview of my Office. However, should there be the political will 
to reduce these deficits, it will take not only the efforts of managers within the 
public service but also the dedicated support of their ministers. 


The Role of the Audit Office 


1.36 As many a major corporation in the private sector has discovered, it is 
remarkably difficult to say precisely what business one is in. It might be expected 
that the 1977 Auditor General Act clearly established the objectives of this 
Office. But I have not found that to be so. 


1.37 In the private sector, the auditor is appointed by the shareholders and 
provides his report, with such explanations as he deems necessary, to the 
Directors who in turn present it to the shareholders. The auditor will advise 
management formally by management letter and, less formally, may provide 
counsel and advice. In matters of probity, disclosure and sound accounting 
practices, management ignores the auditor's findings and advice at its peril. 


1.38 The roles, however, are clear. The manager must make decisions. The 
auditor examines, counsels and reports. 


1.39 Although audit work frequently leads to significant improvements, it is 
doubtful that the private sector auditor ever sees himself as primarily an agent of 
change. He is not tempted to imagine that he has a seat on Olympus. 


1.40 The relationship is more complex in the public sector. The ultimate 
shareholders are the citizens, represented by Members of Parliament. But there 
is no single management in the hierarchical sense as there is in a corporation. 
Each department and many agencies and Crown corporations must be considered 
separately, and then the whole must be brought together, usually without benefit 
of the bottom line as a common performance indicator. 
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1.41 Because of this complexity, there are those in and out of Parliament 
who believe that the Auditor General has a unique role which should go well 
beyond that of the auditor in the private sector. Those holding this view believe 
that the Auditor General should operate as a primary agent of change, that he 
should use the power of his Office to achieve such change by persuasion, 
disclosure and tenacious repetition. 


1.42 Others, again both in Parliament and outside, believe that the Auditor 
General fulfils the function of a competent, professional auditor in the private 
sector. He conducts investigations, advises and assists management and reports 
without fear or favour. He is not, however, required or expected to attempt to 
force his suggestions for improvements on the senior officers of the public 
service. Those concerned ignore his findings and advice at their own risk, 
precisely as in the private sector. 


1.43 This view, however, acknowledges that there are many situations 
where the auditor's observations and recommendations leave room for debate, 
since management is rarely such a precise science that there is one and only one 
acceptable course of action to overcome a problem. 


1.44 I want it to be clear that my own commitment is to this second 
viewpoint. 
1.45 It seems to me desirable that, as a minimum, my Office should 


continue to pattern itself on the highest standards of the auditing profession in 
the private sector. These are standards respected throughout the world. This 
approach is calm and constructive and, I believe, gives confidence to Members of 
Parliament, Cabinet, managers in public service, and the taxpayers, that govern- 
ment operations are being audited effectively. 


1.46 This does not mean that the Auditor General may not come down hard 
and, if necessary with careful aim, where, in his view, the public interest is 
clearly at stake. But if he sets his course on the best standards that have 
developed in the private sector, the temptation to play Zeus is automatically 
removed. More importantly, this approach allows the relationship between the 
Office of the Auditor General and the managers of the public service to be 
creative and constructive. 


1.47 I would like to add here that, when I arrived in Ottawa, I was aware of 
a widely held opinion that the quality of managers in the public service was 
suspect. Having now had the opportunity to meet a representative number of 
deputy ministers, heads of Crown corporations and other senior officials, my first 
impression is that, like their management colleagues in the private sector, they 
are highly motivated, hard working, intelligent and represent a wide diversity of 
experience. 
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1.48 Although it is my responsibility to criticize their efforts construc- 
tively, I am already very much aware of some of the complexities they face in 
converting the policies of elected representatives into programs that deliver 
economic, efficient and effective service to the public. 


Improving Accountability 


1.49 In saying that it is my intention to pattern the activities of the Office 
of the Auditor General on those of the best practices in the private sector, I am 
not overlooking our unique role. 


1.50 I firmly believe that we can and must influence the attitude of govern- 
ment and the Canadian people toward better management of the tax dollar. We 
will work with the Office of the Comptroller General and operating managers to 
encourage a full measure of control and accountability in the expenditure of the 
tens of billions of dollars collected and disbursed by the Government of Canada. 


1.51 My hope is that, by the time my ten-year term of appointment is 
completed, all government employees will work consciously and with pride to 
achieve economy, efficiency and effectiveness and that they will be supported at 
all levels of management and in the Cabinet. I believe all Canadians should insist 
on getting a dollar's worth of goods and services for every dollar they spend 
personally or pay in taxes. 


1.52 The Auditor General reports to the whole House of Commons, but the 
Public Accounts Committee is his specific client. The nature and significance of 
the partnership between the Auditor General and the Public Accounts Committee 
is perceptively analysed and clearly set out in the recent report issued by the 
Canadian Comprehensive Auditing Foundation entitled Improving Account- 
ability -- Canadian Public Accounts Committees and Legislative Auditors, co- 
authored by John J. Kelly, an Assistant Auditor General of Canada, and Hugh R. 
Hanson. This report emphasizes that, while both the Public Accounts Committee 
and the Auditor must be strong and independent of each other, it is only by 
working together that they can help Parliament hold the Government accountable. 


1.53 I support the authors in their view that the Public Accounts 
Committee's systematic examination is a critical factor in making the Auditor 
General's Report a potent influence for better administration and reform. 


1.54 In my view, the authors may underestimate the attention given by the 
House of Commons and the media to the Auditor General's reports both when they 
are issued and when they are discussed by the Public Accounts Committee. This 
attention produces a wider audience and, therefore, a wider concern for matters 
of significance. It is my intention to work closely with the Public Accounts 
Committee in the conviction that it will assist both of us to be more effective. 


14 


Matters of Special Importance and Interest 


1.55 Under the leadership of the President of the Treasury Board, the 
Honourable Donald J. Johnston, high priority has been given to achieving a greater 
degree of accountability both on the part of the public service to Ministers of the 
Government and on the part of the Government to Parliament. 


1.56 I am pleased to note that these strategies for reform pay attention to 
accountability and efficiency in financial administration. Government has been 
responding to the work of the Lambert Royal Commission on Financial 
Management and Accountability. The programs of reform are described in a 
publication called "Accountable Management", issued as a progress report to 
Parliament by the President of the Treasury Board in March 1981. 


1.57 The key changes in the system of financial administration are the 
establishment of a multi-year fiscal plan which includes multi-year projections of 
the government's anticipated revenues together with its expenditures for specified 
functions of government. Equally important is a new Policy and Expenditure 
Management System, designed to help improve policy making and priority setting 
by government as well as improve expenditure control and accountability. 


1.58 This envelope system aims to enable ministers to control expenditures 
from the top down and to resist pressures from the bottom. It is intended to 
decentralize decision-making authority and increase direction and control over 
policy, planning and expenditure decisions. Through the system, managers can 
plan further into the future, thus being able rationally to meet changes in 
priorities. The establishment of goals for deputy ministers and other senior 
managers will, it is hoped, make it possible to identify management strengths and 
weaknesses. The Comptroller General's Improvement in Management Practices 
and Controls (IMPAC) program further reinforces these initiatives. 


1.59 It is too soon to judge the effectiveness of this work directed toward 
better management and increased accountability. However, the effort is clearly 
in the right direction and has the full support of my Office. As a beginning, we 
are organizing our internal division of audit responsibility te accord more closely 
with the envelope system. 


1.60 Chapter 5 of this Report reviews the progress being made by the 
Comptroller General's IMPAC program in government departrnents and agencies. 
This major initiative involves 30 departments and agencies which account for 
some 85 per cent of government expenditures, not including the Public Debt, and 
some 300,000 person years. 


1.61 The program was planned in three stages: first a survey, then the 
development of an action plan and, finally, implementation. IMPAC should result 
in improved management and tightened controls on the expenditure of public 
money. 
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1.62 In some departments, progress against the original schedule is, in my 
opinion, disappointingly slow. The explanations may appear logical and reasonable 
enough in light of the complexities of government and the IMPAC process. 
However, they support the folk-wisdom repeated like an article of faith that the 
public service is cumbersome, slow in its movements and extremely difficult to 
turn around. But the delays raise the very real question of whether enough public 
service managers attack their jobs with a sufficient sense of urgency. For beyond 
the problems of complexity, shortage of skilled personnel, limitation of resources 
expressed in dollars, and competing priorities, is the question of attitude. No 
matter how intelligent, how experienced or how skilled a manager may be, if he 
lacks that sense of urgency, that relentless drive to get the job done, there are 
always plausible reasons for taking a little more time. 


Access to Information 


1.63 I come now to a problem that is rarely encountered by the vast 
majority of auditors in the private sector. It is access to information. 


1.64 In the private sector, it would be most unusual for corporate officers 
to deny the auditor access to information that he considers material to the audit. 
Curiously, in the public sector, there are nice intellectual arguments, supported 
by political science theory, as to what documents and information should and 
should not be available to the Auditor General. 


1.65 The problem is to establish a balance between the legitimate secrecy 
of political deliberations in Cabinet and information of audit significance used by 
Ministers and senior officials in making financial and management decisions. 
Access to the latter is fundamental if I am to discharge my responsibilities under 
the terms of the Auditor General Act, and serve Parliament well. 


1.66 At this stage, I will content myself with reporting my uneasiness at 
the reluctance my auditors encounter from time to time in departments and 
agencies where I would expect complete openness. I intend to keep a watchful 
eye on the experience of my auditors in the year ahead. The matter clearly 
requires further study. 


Information for Parliament 


1.67 Improved information for Parliament is an essential prerequisite to 
financial accountability. The Comptroller General is very much aware of this and 
his Office has made substantial progress in revising the Estimates during the past 
year. Anew Government Expenditure Plan was tabled with the 1981-82 Blue Book 
and four much improved departmental presentations, illustrating the intended 
structure and content of Program Expenditure Plans, were tabled as well. More 
departments and agencies will follow these prototypes this year. I am pleased to 
note that the President of Treasury Board expects the Estimates for all 
departments to be revised by 1985. 
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1.68 Wherever possible, Program Expenditure Plans will identify expected 
results and relate these to program objectives. The intention is to provide 
performance and financial information together with related explanations, rather 
than the frequently baffling financial tables and short, vague narratives of the 
current Blue Book. 


1.69 The prototypes we have seen are open to improvement. But they goa 
long way toward meeting the recommendations of the Public Accounts 
Committee, the Royal Commission on Financial Management and Accountability 
and our Office. The project has my full support. 


1.70 If we are to have more informative Estimates and Public Accounts, — 
however, more attention must be given to management information systems. Our 
comprehensive audit findings indicate that improvements are required so mana- 
gement will have the information it needs to manage, and Parliament will have 
the information it needs to ensure accountability for the resources used. The 
inability of some departments to provide essential data this past year for their 
illustrative Program Expenditure Plan underscores the need for further work. 


leral To help departments and agencies prepare for revising their Estimates, 
we include sections entitled Information for Parliament in many chapters of this 
Report. We identify specific types of information for each entity that will help 
Members of Parliament gain a better understanding of the requests for resources 
and where they will be allocated. It will also aid them in monitoring the results. 


1.72 We do not attempt to write a complete table of contents for each 
departmental Program Expenditure Plan, but concentrate on identifying some of 
the more significant features of the department or agency that should be 
described in its Estimates. 


1.73 We also point out particular features, such as operational objectives or 
performance information, where further work is required to ensure benefits to 
both managers and Parliament. 


1.74 A year ago, this Office noted that departmental systems were being 
revised to accommodate management's needs for information as identified by 
IMPAC Action Plans and the government-wide requirements of the Policy and 
Expenditure Management System. We suggested that Members of Parliament 
make their own information needs known while departments were developing 
improved systems. 


1.75 Parliamentarians have now assessed departmental Program Expendi- 
ture Plans to see if they do indeed meet their needs. As requested by the Public 
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Accounts Committee, a senior officer from the Comptroller General's Office, 
together with a representative from my Office, interviewed 25 Members of 
Parliament. They reacted favourably to the concept as well as to the specific 
charts, narrative and figures presented to them. 


1.76 The Comptroller General and selected departments are now proceed- 
ing with further Estimates revisions, taking into consideration the comments of 
Members of Parliament. 


1.77 Recently my attention was caught by another matter that had to do 
with the Estimates. This was the subtle distinction in the wording of Votes. 
These distinctions influence subsequent financial reporting and accountability to 
Parliament. Crown corporations are particularly involved. Minor variations in 
the form of appropriations for operating expenditures, often involving only a few 
words, are being used by Crown corporations as justification for retaining unspent 
parliamentary appropriations. This non-lapsing of funds voted for annual expendi- 
tures may result in circumvention of parliamentary control. The implications of 
this practice require review. My Office has therefore begun an examination. 


Generally Accepted Government Accounting Principles 


1.78 My opinion on the Government's financial statements as published in 
Volume 1 of the Public Accounts of Canada is qualified. In my view, the 
accounting policies which the Government follows result in a significant over- 
statement of reported assets and understatement of reported liabilities. 


1.79 Moreover, there is a need to reconsider the purpose and the current 
and potential use of the Government's financial statements. The audited financial 
statements include only the activities of government "departments" as defined in 
the Financial Administration Act and, since many government activities are 
carried out by organizational entities which are not "departments", significant 
assets, liabilities, revenues and expenditures are excluded from the financial 
statements. The Government should prepare summary financial statements that 
provide a comprehensive and complete summary of its financial position and its 
revenues and expenditures. 


1.80 Unfortunately, there are, at the present time, no generally accepted 
accounting principles appropriate for governments in Canada. As a result, we 
lack generally agreed upon objective standards of good accounting and reporting 
practice that readers of the financial statements have a right to expect, and 
against which the statements could and should be audited. _ 


1.31 Recognizing this lack, the Canadian Institute of Chartered Account- 
ants established, in June of this year, a public sector accounting and auditing 
committee to recommend accounting and auditing principles and practices for 
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Canadian governments. I sincerely hope that this committee will have the active 
support and encouragement of all governments in Canada. Its task is formidable. 


1.82 My trust is that the committee's work will result in generally accepted 
government accounting principles for the years ahead. 


The Office 


1.83 When I examined the way my Office has been presenting its Estimates, 
I was struck immediately by the fact that our stated objective was incomplete and 
out of date. After much discussion with my colleagues and consultation with 
counsel, we established the objectives set out below. They will, I hope, make it 
easier for all concerned to understand what it is we are trying to do and to judge 
whether or not we are achieving it. 


1.84 The Auditor General is an Officer of Parliament, governed by his 
legislative mandate. His objectives are: 


A To make independent examinations of the accounts of federal 
departments and agencies and of other entities for which he is 
the appointed auditor, and to express his opinion on their inte- 


grity. 


Ze To make such independent examinations and inquiries as he 
considers necessary and, based on them, to report on whether or 
not there were significant deficiencies in the management 
control systems and practices in the audited entity during the 
period under examination; thereby providing reasonable assur- 
ance, where possible, that 


- public assets are safeguarded and controlled; 
- transactions are lawful and proper; 


- financial, human and physical resources are managed with 
due regard to economy and efficiency, and procedures are 
in place to measure and report the effectiveness of pro- 
grams. 


3% To call attention to anything that he considers to be of signifi- 
cance and of a nature that should be brought to the attention of 
the House of Commons, to communicate his findings and obser- 
vations to management of the audited entity and to make any 
constructive recommendations he may have. 


4. To maintain the stature of his Office, share its expertise with 


domestic and international colleagues and contribute to the 
development of comprehensive audit methodology and practices. 
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5. To manage his Office with due regard for economy, efficiency 
and effectiveness, ensuring professional and administrative com- 
petence and adherence to applicable government policies. 


1.85 In addition to setting out the objectives of the Office, I would like to 
draw attention to some of the events that have taken place since I came to the 
Office. I have already paid tribute to Mr. James J. Macdonell. Other senior 
members of the Office have made important contributions. 


1.86 Upon Mr. Macdonell's retirement, Michael H. Rayner was named 
Acting Auditor General and directed the work of the Office through to the end of 
the fiscal year. I am indebted to Mr. Rayner for his balanced direction of the 
Office during this period. With his senior colleagues, he carried on the work with 
enthusiasm and determination. 


1.87 In August 1981, Rhéal Chatelain, Senior Deputy Auditor General since 
1974, accepted the post of Auditor General of the Province of Quebec. We shall 
miss his experience and counsel, but are proud that Mr. Chatelain has been recog- 
nized in this way. I look forward to working with him in the regular meetings of 
Canada's legislative auditors. 


1.88 In an effort to avoid preaching to others while indulging ourselves, we 
are in the process of reducing the amount of office space we occupy. In giving up 
some of the space we have occupied and locating our Ottawa staff in one building, 
we expect substantial savings. 


1.89 We are studying ways and means of directing more of our available 
resources to audit operations within the Office. This can be accomplished in part 
by a greater reliance on modern office technology and systems, but it will require 
from all of us in the Audit Office that attitude to economy and efficiency that we 
expect of all departments and agencies of government. 


1.90 This annual Report sets out the findings and recommendations related 
to three government-wide audits -- Research and Development, Payroll Costs 
Management and Management of Photocopying. As well, it contains the results of 
our continuing monitoring of the Comptroller General's IMPAC program. Eight 
chapters report the observations and recommendations arising from compre- 
hensive audits of the following organizations: 


- Canadian Radio-television and Telecommunications Commission; 


- Department of Consumer and Corporate Affairs; 
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- Department of Fisheries and Oceans; 
- Department of the Solicitor General - Correctional Service of Canada; 
~ Department of the Solicitor General - Royal Canadian Mounted Police; 
- National Museums of Canada; 
- National Research Council of Canada; and 
. Post Office Department. 
In addition, there is a chapter containing observations on the financial statements 
of Crown corporations audited by this Office and another with observations 


reported under sections 7 and 1! of the Auditor General Act. The Act is 
reproduced in Appendix A to the Report. 


1.91 Each chapter dealing with a government-wide or comprehensive audit 
includes a statement of the audit scope and a summary of audit observations 
arising from the work conducted during the year. A detailed table of contents 
precedes each chapter of the Report. 


1.92 In the interests of economy and since each chapter is summarized in 
this Report, a separate Conspectus has not been produced this year. 
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Introduction 


2a The federal government spends money on two kinds of science and 
technology activity -- Research and Development (R&D) and Related Science 
Activities (RSA). Research and development is defined as "creative work under- 
taken on a systematic basis to increase the stock of scientific knowledge and 
technology". Expenditures on research and development, excluding certain Crown 
agencies, support the effort of a reported 15,000 persons in the federal govern- 
ment. Forecast expenditure for 1980-81 on R&D in government laboratories was 
about $621 million out of a total federal government R&D forecast of Sin 
million. The remaining $590 million was spent in non-government facilities or 
institutions either on contract work or as grants and contributions. The majority 
of this amount was spent on grants and contributions. 


2.2 Related Science Activities include mapping by the Geological Survey 
of Canada, hydrography by the Oceans Science and Surveys Division of the 
Department of Fisheries and Oceans, and all the work conducted by Statistics 
Canada in characterizing the Canadian economy and population. In 1980-81, 
forecast expenditures for RSA were $691 million. About 86 per cent of RSA is 
performed by 14,000 federal government employees; the balance is largely carried 
out by the private sector on a contract basis. 


fe) This report covers R&D only; our examination did not extend to 
Related Science Activities. 


2.4 For many years, there have been discussions about a Canadian Science 
Policy. In 1962, the Glassco Commission reviewed federal science activities and 
recommended establishing mechanisms for developing a national science policy. 
It also recommended introducing central co-ordination processes to pursue the 
objectives of that policy. From 1968 to 1972, the Lamontagne Committee 
reviewed national science activities and the federal role in science and made 
several recommendations related to the central co-ordination of science and 
technology. A strong central co-ordination function for Research and Develop- 
ment does not exist in the federal government. Money is voted for programs in 
different departments and agencies and, in some cases, is spent on R&D as one of 
the activities supporting a given program. Further, these expenditures are not 
always specifically identified in the Estimates as being for R&D activities. Some 
organizations, like the National Research Council, do identify expenditures for 
research programs and, until this year, the Research Branch in the Department of 
Agriculture did so as well. Decisions establishing science priorities and resource 
commitments between and among departments are ultimately a Cabinet respon- 
sibility. We audited the management controls over 73 per cent of the funds 
allocated to R&D as a result of such decisions. 
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749) In our opinion, R&D management controls in departments and agencies 
to ensure due regard to economy, efficiency and effectiveness were generally 
satisfactory, although in some organizations we found significant deficiencies. 
Where we found deficiencies, department managers were working to correct the 
problems or indicated their intention to do so. 


2.6 Published information about R&D expenditures has been inadequate. 
Information for Parliament on R&D expenditures, prepared annually by the 
Ministry of State for Science and Technology, omitted significant elements of 
such expenditures. The Statistics Canada publication on national R&D expendi- 
tures did not adequately describe limitations on the use and reliability of the data. 


2.7 In our opinion, three organizations audited did not have proper 
authority to undertake contracts with non-government groups for the paid use of 
government R&D facilities and services. 


Audit Objective and Scope 


2.8 The objective of this government-wide audit of R&D was to assess and 
report on the adequacy of the controls used by management to ensure that R&D 
was being conducted or fostered throughout government with due regard for 
economy, efficiency and effectiveness. In doing so, we also developed methodol- 
ogy and criteria for auditing R&D in future departmental comprehensive audits. 


2.9 We reviewed management controls in a number of areas, including: 


- those for managing R&D in government laboratories, conducted 
in support of department or agency missions; _ 


~ those for managing grants and contributions in support of R&D; 
and 


- those for administering the Treasury Board guidelines, "Science 
and Technology -- Contracting-out." 


2.10 In addition, we reviewed the practices and procedures related to the 
contracted use of government R&D facilities and services by the public. We also 
reviewed the reporting of R&D information to Parliament and the public. 


Zeit In 1977, we reported on a government-wide audit of the administration 
of grants and contributions. In the present audit, we reviewed the progress made 
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in implementing the recommendations made in 1977, in so far as they affected 
programs in support of R&D. 


2.12 We assessed the management controls over R&D against criteria that 
we consider represent appropriate standards. The criteria are presented in 
Annexes | and 2 to this chapter. When using these criteria to audit the 
management controls in each of the organizations, we took into account a number 
of considerations. First, certain aspects of the R&D management process are 
more important in some organizations than in others. Accordingly, we determined 
which were most critical in a given organization, and focused our audit on these 
aspects. Second, we recognized that different types of research call for different 
types of controls; different organizations can manage in different ways and still 
demonstrate due regard for economy, efficiency and effectiveness. Thus, all 
steps in the management process may not always occur in the same sequence in 
all organizations, and small scale research projects may not need the same 
formality of control as that required for large scale projects. Furthermore, 
strengths in one step of the management process may compensate for weaknesses 
in another. 


2:13 We did not assess the technical quality of research carried out or 
whether the work being done was the most appropriate in terms of meeting an 
organization's objectives. We assessed the appropriateness of management proce- 
dures designed to control research efforts and direct them to productive areas. 


2.14 The problems associated with R&D personnel management (for exam- 
ple, lack of human resource planning) are the same as those found elsewhere in 
the public service and are covered by the payroll costs management segments of 
departmental comprehensive audits. Accordingly, we did not address these areas 
in this audit. 


2A This chapter reports only on those aspects of R&D management that, 
in our view, are of significance to Parliament. We have discussed details 
concerning each audited entity with the responsible managers and have made 
recommendations for correcting identified weaknesses. 


2.16 Exhibit 2.1 displays the 1980-81 forecast R&D expenditures of federal 
departments and agencies and the expenditures within our audit scope. Our audit 
did not cover all the R&D expenditures in every organization or every organiza- 
tion responsible for R&D. 

Summary of Audit Observations 


R&D in Government Laboratories 


2.17 We found the systems and procedures for managing R&D in govern- 
ment laboratories varied in quality and completeness. In some organizations, the 
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Exhibit 2.1 


R&D FORECAST EXPENDITURES IN DEPARTMENTS AND AGENCIES IN 1980-81 


Total R&D R&D Expenditures 
Entity Expenditures* Within Scope of 
Audit 


(millions of dollars) 


Agriculture $ 141 


Communications - 


Energy, Mines and Resources 125 91 


Environment 


Fisheries and Oceans 


Industry, Trade and Commerce 


National Defence 


Health and Welfare 


Medical Research Council 


National Research Council 


Natural Sciences and Engineering 
Research Council 


Social Sciences and Humanities 


Research Council 25 ; 25 
Supply and Services 14 - 
Transport 16 - 
Miscellaneous 45 peer Gace 

Sea $ 893 


* This tabulation excludes AECL, AECB, CIDA, IDRC, CMHC and NCC with R&D expenditures 


amounting to $133.8 million. The source is Federal Science Expenditures and Personnel 1980-81, 


published by the Ministry of State for Science and Technology. 
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systems were satisfactory, and any weaknesses were relatively minor. For 
example, in one organization, the process for selecting R&D projects was 
satisfactory, although there were no department-wide standards for guiding 
research establishment managers in selecting R&D projects; each had his own 
standards. This could lead to inappropriate allocation of funds within department- 
wide programs. In other organizations, some systems were satisfactory, others 
were not. Some of the weaknesses were significant. For example, in one 
organization, planning weaknesses resulted in a failure to communicate clear 
objectives to the research workers. In others, operational control of projects was 
weak, resulting in non-productive use of time and unnecessary delays. Where we 
found weaknesses, managers were working to correct them or indicated their 
intention to take corrective action. 


2.18 Executives responsible for the major R&D operations in government 
have formed a committee to work with the Office of the Comptroller General in 
developing guidelines for operational control of R&D projects. We have been 
informed that they intend to develop guidelines on other aspects of the R&D 
management process, including planning and project selection. We support these 
efforts to develop standards of management practice for R&D in government. 


Grants and Contributions 


2.19 Management systems and procedures for programs involving grants and 
contributions were generally satisfactory, except for deficiencies in the proce- 
dures used to assess program effectiveness in some granting areas. In every case 
where we identified any weaknesses, management had undertaken corrective 
action. 


2.20 In following up our 1977 recommendations, we found that they had 
been implemented in so far as they affected grants and contributions in support of 
R&D. 


Administration of Policies Relating to R&D 


FAVA ' Contracting out. In our audit, we found that the Treasury Board 
Secretariat had not monitored the implementation of the 1977 guidelines on 
contracting out R&D to ensure that departments and agencies, including MOSST, 
were discharging their assigned responsibilities. 


2.22 One stated objective of the contracting-out policy is to achieve "a 
more even balance between scientific activities" performed by industry and 
governments. The contracting-out guidelines request departments to submit 
annual science and technology plans for review by the Treasury Board in 
consultation with the Ministry of State for Science and Technology. These plans 
are intended to provide a basis for achieving the "more even balance" by 
identifying ongoing activities that could be contracted out to the private sector. 
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In 1978, nine departments submitted plans; only one did in 1979. No science and 
technology plans were submitted in 1980 or 1981. 


2.23 In 1972, when the government's contracting-out policies were an- 
nounced, the proportion of natural science R&D contracted out to industry was 
about five per cent. This proportion rose to about 17 per cent by 1977 and has 
remained relatively unchanged since then. This levelling may be partially 
explained by resource constraints in the public service since 1978. 


2.24 Contracting in. Several departments provide R&D services on a 
contract basis to the public. The services provided include the use of helicopter 
test facilities, NRC's large wind tunnel, and the National Defence instrumentation 
barge for undersea exploration. Our legal counsel advises us that two distinct 
authorities are required by a department or agency before it can provide and 
charge for services to the public. First, the responsible minister must have 
explicit legislative authority to provide specific services to the public. Second, 
Order in Council authority is required under section 13 of the Financial Adminis- 
tration Act before a department can specify the level of fees or charges. 


2.25 Three of the five organizations we audited lacked required authority. 
The Departments of Energy, Mines and Resources and Fisheries and Oceans had 
Orders in Council but lacked explicit legislative authority. NRC has clear legisla- 
tive authority but did not have the required Order in Council to set rates. 


Information for Parliament 


2.26 Information about federal budgetary expenditures on R&D supplied by 
the Ministry of State for Science and Technology (MOSST) for consideration with 
the Main Estimates would be more useful if it included information on the total 
federal involvement in R&D. In our opinion, the scope of information presented 
annually in Federal Science Activities, commonly called the "Red Book", was too 
narrow. First, certain classes of R&D expenditures, which represent about $340 
million in federal R&D involvement, were not included in the Red Book. For 
example, there are income tax reduction programs designed to provide incentives 
for industry to carry out R&D work. R&D expenditures by commercially oriented 
Crown corporations, such as Air Canada and Canadian National Railways, were 
not recorded. Also omitted were administrative costs, including program manage- 
ment and accommodation directly attributable to R&D. Second, forecast R&D 
expenditures were insufficiently related to intended results or possible benefits; 
however, MOSST informed us that the original purpose of the Red Book had not 
required this. We believe it would be appropriate for MOSST and the Office of 
the Comptroller General to review the purpose, format and content of the Red 
Book as part of the program to revise the form and content of the Estimates. 


2.27 The information on national R&D expenditures in Statistics Canada's 
Annual Review of Science Statistics was inadequately presented. There was no 
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clear, comprehensive and consolidated statement of the limitations on the reli- 
ability and use of the information. For example, one important figure presented 
in the Annual Review is the GERD -- gross domestic expenditure on R&D in the 
natural sciences. This is determined by summing the estimated R&D expendi- 
tures by the various sectors of the economy. The uncertainty of the estimates is 
stated only for each sector; there is no indication of the uncertainty when all 
sectors are summed to give the GERD estimate. Further, the GERD has limita- 
tions when used to compare R&D performance of several countries. For example, 
in the Canadian economy, the non-manufacturing sectors are relatively large; 
these are traditionally much less R&D intensive than the manufacturing sector. 
Such comparison limitations are not indicated in the Annual Review. 


Background to Government Involvement in R&D 


2.28 In recent years, about $2.5 to $3 billion has been spent annually in 
Canada on all types of R&D. The federal government's involvement, both inside 
and outside its own laboratories, is extensive and varied. The following table 
displays the total 1979 expenditures on R&D in Canada by sector of performance 
and source of funds. The table is taken from the 1980 Annual Review of Science 
Statistics. 


Research and Development in Canada - 1979 


Source of Funds Sector of Performance 


Business Private 
Governments Enterprises Universities Non-profit Total 


(millions of dollars) 


Governments S$ 784 S$ 160 S 308 $14 S$ 1,266 
Business Enterprises 8 886 2 896 
Universities 543 543 
Private Non-profit 34 9 43 
Foreign pire li 60 BBG a FIE: 67 
$793 $ 1,106 $893 $23 $ 2,815 
R&D in Government Departments 
2.29 To give some idea of the breadth and diversity of R&D conducted in 


government departments, the following examples are extracted from the 1981-82 
edition of the Red Book. 
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2.30 Energy. A recently stated government objective is the attainment of 
Canadian self-sufficiency in energy, specifically liquid fuels, by 1990. The role of 
energy-related R&D is to explore alternative means of meeting this objective, 
such as finding substitutes for oil, using energy more efficiently and developing 
new energy sources. A panel for co-ordinating government R&D in energy has 
been set up in the Department of Energy, Mines and Resources. Other organiza- 
tions carrying out energy-related R&D include the Departments of Agriculture, 
Environment, Fisheries and Oceans, Public Works, and Transport, and the National 
Research Council. 


2.31 Food. The term "food science" encompasses scientific and technical 
activities concerned with food production, processing, distribution and retailing. 
Food science also includes the nutrition, safety and quality of food. The major 
departments active in this area are Agriculture and Fisheries and Oceans. The 
Department of National Health and Welfare is active in food-related health pro- 
tection regulatory activities. 


2.52 Natural resources. Mineral, forestry and water resources are included 
under this category. The Department of Energy, Mines and Resources has the 
major responsibility for mineral resources. Most of the research is done at the 
Canada Centre for Mineral and Energy Technology (CANMET) which performs, 
contracts for and co-ordinates research on mining, extracting and utilizing 
minerals and metals. The Department of the Environment is responsible for R&D 
in forestry and water resources, with much of the research directed toward 
ensuring the long-term supply and quality of these resources. 


2.33 Oceans. Canada has a longer coastline than any other country in the 
world, and oceans-related R&D in this country has been directed toward gaining 
more scientific knowledge of the oceans and how the marine environment relates 
to human activities. 


2.34 The Department of Fisheries and Oceans spends about half of the 
funds that the government allocates to all oceans-related R&D. It also contracts 
out research on the properties and movement of sea ice to determine ways to 
make it possible for tankers and liquified gas carriers to travel throughout the 
year to and from the Arctic. The Department of Transport carries out research in 
this area as well. Planning for the National Research Council's Arctic Vessel and 
Marine Research Institute is in its final stages. The Departments of Fisheries and 
Oceans, Communications and Energy, Mines and Resources are collaborating on 
remote sensing of ocean properties via satellite. Other departments, including 
National Defence, are also involved in various aspects of oceans R&D. Because so 
many departments participate, various co-ordinating mechanisms have been 
established, such as the Panel on Oceans Management, chaired by the Deputy 
Minister of Fisheries and Oceans. 


2.35 Contracting in. The government's contracting-in practice allows pri- 
vate industry to use government facilities and laboratories to do testing and other 
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development work. An example is the private sector's use of a National Research 
Council wind tunnel, the largest and most sophisticated in Canada. 


R&D in Other Sectors 


2.36 Over the years, the Government has made declarations of policy in 
certain areas involving R&D. One recurring theme has been to increase R&D 
capacity in the private sector, universities and other organizations. Several 
methods are used to accomplish this objective, including: 


- grants and contributions in direct support of industrial and uni- 
versity R&D; 


- contracting-out of science and technology requirements; 
- various tax incentives; and 


- the use of government procurement to further national R&D 
objectives. 


2.37 R&D in industry. The total expenditures on R&D in the business 
enterprise sector were estimated to be $1,106 million in 1979. In 1980-81, federal 
expenditures on industrial R&D were forecast at over $229 million in two catego- 
ries of expenditure: contracted research and development ($100 million) and 
grants and contributions designed to foster industrial R&D ($129 million). 


2.38 The government's contracting-out policy is designed to increase the 
amount of R&D performed by private industry and to foster the industrial 
capacity to carry it out. To encourage contracting out, the government assists 
departments in financing unsolicited mission-related R&D proposals, if they have 
scientific merit, are sufficiently unique and contribute to the attainment of a 
departmental mission. In 1980-81, this fund had about $15 million available to it. 


2.39 The government's largest industrial R&D expenditure is made through 
grants and contributions programs. For example, in 1980-81, the Enterprise 
Development and Defence Industry Productivity programs of the Department of 
Industry, Trade and Commerce contributed almost $90 million toward fostering 
industrial R&D. In addition, the National Research Council had authorized expen- 
(oa of $21 million in 1980-81 for its Industrial Research Assistance Program 
IRAP). 


2.40 A number of income tax incentive programs have been created to 
foster industrial and other R&D activity. The Department of Finance estimates 
the annual income tax revenue forgone at approximately $142 million. In addi- 
tion, there are remissions of customs duties payable on importing scientific equip- 
ment destined for R&D applications. 
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2.41 Finally, the government is implementing procurement practices of 
buying Canadian goods and services to achieve certain socio-economic objectives, 
such as fostering industrial R&D activity in Canada. 


2.42 R&D in universities. Universities play an important role in providing 
trained manpower and in carrying out basic research in Canada. In 1980-81, the 
federal government gave grants, mostly to universities, amounting to $256 million 
in support of R&D. In addition, it spent $17 million for R&D contracts and $12 
million for scholarships and fellowships. The Medical Research Council, the 
Social Sciences and Humanities Research Council, and the Natural Sciences and 
Engineering Research Council distributed most of these funds. Several depart- 
ments also gave various universities small amounts to support R&D work. For 
example, in 1980-81, the Department of Agriculture had a grants and contribu- 
tions program of $1.3 million to foster agricultural R&D and the development of 
agricultural scientists. 


2.43 R&D in Crown corporations. Expenditures under this category include 
those made by Crown corporations such as Atomic Energy of Canada Limited 
(AECL) and Air Canada. The amounts involved are large. For example, AECL 
had annual R&D expenditures in its own laboratories of $72 million, and it 
contracted out a further $11 million to other agencies. AECL also had contracts 
from the federal and provincial governments and private enterprise to carry out 
about $17 million of R&D work. 


2.44 Other R&D funding. The provinces and various non-profit organiza- 
tions received more than $84 million from the federal government in 1980-81 for 
research and development activities. The International Development Research 
Centre and the Canadian International Development Agency spend about $40 
million each year in support of R&D in developing countries. 


The Role of Central Agencies 


2.45 The following central agencies have major responsibilities in connec- 
tion with R&D: 


~ Ministry of State for Science and Technology; 


- Treasury Board, including the Treasury Board Secretariat and the 
Office of the Comptroller General; and 


- Department of Supply and Services. 
2.46 MOSST acts as a policy and program adviser to government on science 
and technology and is also responsible for compiling and publishing information on 


R&D expenditures in two books. The first, Federal Science Activities, (Red 
Book), is a narrative description of many of the science activities carried out by 
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government departments and agencies. The Red Book is a major source of 
information on R&D for Members of Parliament in their consideration of the 
Estimates. The second publication, Federal Science Expenditures and Personnel 
(Grey Book), is more statistically oriented. Grey Book data can be used to 
determine whether R&D money is spent on research inside or outside government. 


2.47 Statistics Canada publishes national expenditure statistics in the 
Annual Review of Science Statistics. One important figure in the Annual Review 
is the GERD, which estimates the gross expenditure on R&D in the natural 
sciences in Canada. The GERD is looked at in relation to the GNP to compare 
Canada's R&D activities with those of other nations. The government has also 
designated the GERD as the indicator for a national target of increased expen- 
diture on R&D in the natural sciences. 


2.48 The Treasury Board Secretariat is responsible for promulgating 
administrative policies for R&D. The Office of the Comptroller General carries 
out functions that are related to those of the Secretariat and is responsible for 
advising departments and agencies on management controls and on accounting and 
other systems used to record and control revenues and expenditures. 


2.49 The Department of Supply and Services acts as the government's agent 
for contracting out a large part of R&D work to outside agencies, including the 
private sector and universities. DSS also acquires the goods and services needed 
to carry out R&D in government laboratories and is responsible for administering 
the Unsolicited R&D Proposal program. 


The R&D Process and its Management 


2.50 A key activity or phase of R&D work is idea-generation -- creative 
thinking. Idea generation involves linking a perceived need (new knowledge, new 
or improved processes or products) with the capacity to meet the need through 
scientific and technical research activities. 


2.51 Studies on R&D show that ideas are plentiful; but focusing R&D 
efforts on those few that are worth examining extensively is critical if research 
efforts are to be economic and effective. In other words, good research and 
development concentrates on important problems that can be solved and solves 
them at reasonable cost. Yet there is a practical difficulty in maintaining this 
focus: the importance of a problem, whether it can be solved, and how much it 
will cost cannot always be determined before the research work begins. Although 
experienced R&D personnel can often intuitively decide a problem's importance 
and whether a solution is possible, technical, economic and market studies can 
also be very important. The primary purpose of R&D management procedures is 
to focus research effort to produce solutions to important problems. 
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22 Five features distinguishing R&D from other processes are set out 
below and an effective R&D management process would be designed around them. 
A description of an R&D management process that does this is given in Annex I. 


2.53 Source of ideas and use of outputs. Ideas for sound R&D work can 
come from many sources, and the results may often be unpredictable. Moreover, 
unexpected applications for R&D results frequently arise. Managing the interac- 
tion between the research worker and the client for research poses a challenge for 
managers. The client must be kept up to date on what is happening in the labora- 
tory, and the researcher must be kept informed of what output will satisfy the 
client. 


2.94 Risk. In both basic and applied research, there is always the possibi- 
lity that the suggested approach will not be feasible and the work will lead to a 
dead end. In development, there is a possibility that the market will not accept 
the product or that manufacturing costs will be too high. Being aware of such risk 
is a major challenge for R&D managers. Therefore, good procedures for selecting 
and reviewing projects are needed to reduce the risks of failure. 


2.55 Organization of R&D work. Usually, R&D work is divided into self- 
contained projects which are often interrelated. The results of one project could 
serve to identify areas needing further R&D activity. Some projects can continue 
indefinitely because of the need to maintain scientific expertise in a given area. 
Therefore, a procedure for managing groups of projects is needed. 


2.56 Uncertainty of project duration. The length of time needed to produce 
research results is often unpredictable and can be quite short or very long. 
Moreover, the route between research results and successful application can be 
long, expensive and uncertain. Accordingly, management procedures must provide 
"controlled flexibility." 


2.57 Nature of R&D organizations. A productive R&D organization is built 
and maintained on the creative capacity, knowledge and skills of scientists, 
engineers and technologists. A critical function of research managers is to focus 
the creative energies of research workers. Further, retaining people with these 
skills requires long-term funding commitments to maintain both the momentum of 
on-going research and the morale and creativity of the research staff. 


R&D in Government Laboratories 
Organizations Subject to Audit 
2.58 We audited the systems for managing laboratory R&D in the Depart- 


ments of Agriculture; Energy, Mines and Resources; Fisheries and Oceans; and 
National Defence; and in the National Research Council. These entities are 
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responsible for about 75 per cent of federal government expenditures on R&D 
conducted in government laboratories. 


2.59 Agriculture. The objectives of the Research Branch of the Depart- 
ment of Agriculture are to develop new knowledge and improve technology that 
will ensure the efficient production of an adequate supply of food and agricultural 
products and assist in maintaining a stable and profitable agricultural industry. 
Expenditures on R&D in 1980-81 were estimated at $141 million, with about 3,700 
authorized person-years. The Department has its headquarters in Ottawa and 
operates 47 research establishments and institutes across the country. 


2.60 Energy, Mines and Resources. We reviewed two organizations carrying 
out research in the Department -- the Canada Centre for Minerals and Energy 
Technology (CANMET) and the Canada Centre for Remote Sensing (CCRS). 
Research carried out in CANMET relates to energy and mineral resources. The 
energy-related component principally addresses recovery, processing and effec- 
tive use of fossil and nuclear energy; mineral research is concerned with resource 
determination and exploitation. CANMET had 687 authorized person-years in 
1980-81 and a budget of $29.5 million. In CCRS, we audited selected aspects of 
R&D management. CCRS had a budget of $13 million and 106 authorized person- 
years in 1980-81. Its role is to further the development of remote sensing tech- 
nology and related data analysis systems for use in resource and environmental 
management. For the sensing, it employs satellites and specially equipped air- 
craft. 


2.61 Fisheries and Oceans. In this Department there is one research pro- 
gram for fisheries and another for oceans. Fisheries research assesses fish stocks 
and promotes more and better quality fish, fish habitat and nutrition. Oceans 
research works toward understanding precautions and remedies required to restore 
and protect the aquatic and marine environment. The total R&D expenditure 
forecast for 1980-81 was $58 million. There are 13 research establishments 
across the country, employing about 1,500 people. The comprehensive audit of 
the Department is reported in Chapter 8. 


2.62 National Defence. The Department of National Defence spends about 
$102 million on R&D annually. We reviewed the operations of the Research and 
Development Branch, which spends $97 million and employs about 1,700 military 
and civilian personnel who carry out roughly equal amounts of two kinds of R&D 
activities associated with: 


- acquiring equipment, called technology application; and 


~ maintaining and developing Canada's capability in defence tech- 
nology, called technology base. 
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2.63 The Research Branch is organized with a headquarters in Ottawa and 
six Defence Research Establishments located in Dartmouth, Valcartier, Ottawa, 
Toronto, Suffield, and Victoria that are involved largely in the technology base 
activities; most of the technology application work is contracted out. 


2.64 National Research Council. NRC is a departmental Crown corporation 
with a mandate to undertake, assist or promote scientific and industrial research. 
In its Research Program, NRC has eight Ottawa-based laboratory divisions and 
three regional laboratories as well as a number of national research and test 
facilities. It has a total budget of $246 million, of which $192 million is 
designated as R&D. There are 3,125 employees working in a range of research 
activities, from work in the Hertzberg Institute of Astrophysics to construction 
engineering in the Division of Building Research. The comprehensive audit of 
NRC is reported in Chapter 12. 


Audit Criteria and Scope 


2.65 The criteria against which we assessed departmental procedures are 
given in Annex 1. The criteria were developed by this Office and are based on 
experience in auditing R&D organizations in government, on an extensive review 
of the literature on managing R&D, and in consultation with experienced R&D 
managers. They were discussed with, and accepted as valid by, managers of R&D 


in government laboratories. They were also discussed with the committee of 
senior executives responsible for major R&D operations in government. 


2.66 We identified five steps or aspects of the R&D management process 
that we considered the most important to successful management of most R&D 
organizations. This chapter reports on only these five; Annex | sets out criteria 
for the whole process. The five critical aspects are: 

- planning, including Stating objectives; 

- providing for client-researcher interaction; 

- selecting projects; 

- operational control of projects; and 

- evaluation. 
2.67 In interpreting our observations, it should be noted that we did not 
assess the technical quality of the research carried out or whether the work being 
done was the most appropriate in terms of meeting established objectives. We 


assessed the appropriateness of management procedures designed to control 
research efforts and direct them to productive areas. 


40 


Research and Development 


Observations 


2.68 In this section, we report our observations for the five organizations 
audited. First, we present our observations on each of the critical management 
aspects of the four departmental R&D organizations. Because of the unique 
nature of NRC's operations, we have reported our findings on it separately at the 
end of the section. 


2.69 Planning. This aspect of the management process is designed to link 
the R&D mandate, assessments of needs or opportunities, organizational capacity 
and resources. It consists of strategic planning, operational planning and project 
planning. Our criteria call for this process to be formalized in large organizations 
and appropriately related to other aspects of the management process. In small 
organizations, the function should be identifiable but may be less formal. 


2.70 In the Department of Agriculture, CANMET and CCRS of the Depart- 
ment of Energy Mines and Resources, and the Department of National Defence, 
we found that the strategic planning process was satisfactory. In the Department 
of Fisheries and Oceans, a strategic planning process had been under development 
for about a year, and progress has been satisfactory. 


2.71 In our opinion, operational planning was satisfactory in the Depart- 
ments of Agriculture and National Defence, as well as in CANMET and CCRS of 
the Department of Energy, Mines and Resources. In the Department of Fisheries 
and Oceans, an operational planning system was being developed. 


2.72 Stating objectives. One purpose of a planning process is to ensure that 
statements of objectives are clear enough to guide lower levels of management in 
specifying such things as: 


- the clients or users of R&D outputs; 
~ how to select projects; and 
- how to evaluate progress and results. 


2.73 We found that this was done satisfactorily in the Departments of 
Agriculture, Fisheries and Oceans, National Defence and in CANMET and CCRS. 


2.74 Client-researcher interaction. The generation of good proposals for 
scrutiny by the selection process is more likely if an appropriate relationship is 
established among the client for research service, research managers and the 
research worker. The appropriate kind of interaction will vary among R&D 
organizations. Our criteria require that there be provision for appropriate 
interaction at all stages of the R&D process. This usually requires communication 
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between the client and the research organization during strategic and operational 
planning, idea-generation, project selection, and project and program evaluation, 
as well as during technology or results transfer. 


2.75 Procedures for managing client-researcher interaction were well- 
defined and operating satisfactorily in the Departments of Agriculture, Fisheries 
and Oceans, and National Defence and in CANMET; we did not review this aspect 
in CCRS. 


2.76 Selecting projects. Project selection is the process by which strategic 
and operational plans are translated into decisions on specific research activities. 
The selection process should ensure that the projects chosen are those considered 
most likely to further organizational objectives, given existing organizational 
capacities. Selection represents approval in principle for a project. Our criteria 
state that responsibility for operating the selection process should be clearly 
assigned, and selection criteria and procedures should be documented, where 
appropriate. 


2.77 The process in the Department of Agriculture was generally satisfac- 
tory, but there were no departmental guidelines specifying minimum standards for 
preparing proposals and selecting projects. The Department informed us that it 
was improving its project management system and that department-wide stan- 
dards would be developed as part of this work. 


2.78 In our opinion, the project selection process was satisfactory in both 
CANMET and CCRS in the Department of Energy, Mines and Resources. 


2.79 In the Department of Fisheries and Oceans, there were satisfactory 
procedures for controlling the established research programs that form the bulk of 
the Department's R&D activities. There were, however, no department-wide 
guidelines or procedures for reviewing or selecting project proposals in new areas 
of research or for allocating resources to these areas. Mechanisms were not used 
for ensuring that the various research establishments were selecting such projects 
on a consistent basis and in a manner that would further the Department's long- 
term goals as established by senior management. 


2.80 The systems and procedures used in the research branch of the Depart- 
ment of National Defence to select and manage both technology application and 
technology base projects were satisfactory. 


2.81 Operational control of projects. Operational control is a process of 
monitoring and taking corrective action to ensure that resources are used 
economically and efficiently in pursuit of research objectives. It includes: 
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- preparing a detailed project plan for proposals approved in prin- 
ciple; 


- granting final approval based on the detailed plan; 
- implementing the plan with appropriate project monitoring; and 


- taking corrective action as necessary. 


2.82 There should be monitoring of scientific and technical aspects as well 
as the budget and time schedule. Operational control ensures that research work 
continues to focus on initially approved goals, but it should also allow the direc- 
tion of research and development efforts to be altered to respond to scientific 
discoveries and changing priorities. At the time of this audit, guidelines for 
operational control were being developed by a committee of senior officials from 
the public service science community in co-operation with personnel from the 
Office of the Comptroller General. 


2.83 Operational control of projects was generally satisfactory in the 
Department of Agriculture. In the Department of Fisheries and Oceans, project 
controls were informal, except for a few of the large and complex projects. We 
found that departmental requirements did not call for detailed project plans, and 
several large projects had no such plans. In the Department of National Defence, 
operational control was generally satisfactory. 


2.84 In CANMET, managers had a project control system, but it was 
inadequate for complete control of their projects. Specifically, project plans 
were not detailed enough to provide a satisfactory basis for controlling either 
progress or budget. The Department was developing methods for providing 
managers with the information they need for monitoring and controlling their 
project costs. CANMET management stated that this system will be used after it 
has been tested. In CCRS, operational control of projects was satisfactory. 


2.85 Evaluation. Traditionally, evaluation in R&D occurs in different ways 
at a number of stages in the R&D process -- in strategic planning, when a pro- 
posal is selected, as research is being carried out, when a project is reviewed for 
renewal and when a project or program is finished. Under this approach, outside 
experts are frequently involved, but program managers have the primary responsi- 
bility for evaluation. Recently, the Office of the Comptroller General issued the 
Guide on the Program Evaluation Function which supports the policy that depart- 
ments will periodically review their programs to evaluate their effectiveness in 
meeting objectives and the efficiency with which they are being administered. 
One important feature of the program evaluation function is that it be indepen- 
dent of program management. All the implications for the traditional approach to 
evaluating R&D that arise from the new policy have not yet been clarified. In our 
opinion, it would be desirable to develop guidelines specifically for evaluating 
R&D. 
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2.86 The Research Branch of the Department of Agriculture has been satis- 
factorily evaluating its R&D activities in the traditional manner for a number of 
years. We noted that this work had not been fully co-ordinated with departmental 
efforts to establish the independent program evaluation function. We have been 
informed by the Department that steps are under way to co-ordinate the two 
approaches. 


2.87 The Department of Fisheries and Oceans has also been evaluating R&D 
satisfactorily in the traditional way for a number of years. One feature of its 
process is an annual review and evaluation of each project by program manage- 
ment. Outside experts often assist management in assessing the scientific merit 
of the research in these annual reviews. We noted that these evaluation efforts 
were not yet fully co-ordinated with the departmental program evaluation 
function. 


2.88 The Research Branch of the Department of National Defence was also 
satisfactorily evaluating its research activities in the traditional way. As we 
completed our audit, an evaluation assessment of the departmental research func- 
tion was beginning. This assessment is the first step in conducting a program 
evaluation and deals with the feasibility of doing such an evaluation. 


2.89 The Program Evaluation Branch in the Department of Energy, Mines 
and Resources has been carrying out evaluations of CANMET research programs 
at three to five-year intervals. Minerals and Energy research programs were 
evaluated in 1978 and 1980 respectively. At the time of our audit, the Branch was 
carrying out an evaluation assessment of CCRS. Except for contracted-out work, 
there were no formal systems within CANMET for evaluating projects or parts of 
projects that had been completed. For the contracted-out work, DSS, as the 
government's contracting agency, requires an evaluation of the contractor and 
CANMET requires an evaluation of the contract results. Project evaluation 
systems within CCRS were found to be satisfactory. 


2.90 National Research Council. The observations set out below should be 
considered in conjunction with the NRC comprehensive audit report in Chapter 
12. NRC is the only audited organization that is not carrying out mission-oriented 
R&D in support of a department of government. Its role is broader. NRC is also 
much more heterogeneous than other organizations because of the activities it 
carries out. About 26 per cent of the budget is spent on a broad range of non- 
targeted basic research in such widely varying areas as biology and astrophysics; 
other organizations are usually involved in only one or two areas of targeted basic 
research. Another 37 per cent is spent on support of Canadian industry, including 
manufacturing, electronics, construction, mining and so on. Accordingly, NRC's 
R&D activities, taken as a whole, are more complex than those of other audited 
organizations. 
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2.91 In late 1980, NRC produced a five-year corporate plan entitled The 
Urgent Investment. Notwithstanding this recent effort, planning at NRC needed 
improvement. For example, the statements of objectives at NRC did not appear 
to have been translated into operational terms, and priorities had not been defined 
in all units. However, some units, such as the Solar Energy and Computer Techno- 
logy Research Programs, did have appropriate operational planning. Only some 
units, for example, the Division of Building Research, managed client-research 
interaction appropriately. NRC had a satisfactory procedure for selecting pro- 
jects for which new or additional resource commitments were required; however, 
in research areas to which resources had been committed in previous years, the 
method that some units were using for selecting projects was inadequate. Only 
some units had satisfactory operational control over projects. NRC has assessed 
program effectiveness in basic research using a peer review of individual research 
efforts. However, many units, in our judgement, did not have adequate proce- 
dures for assessing program effectiveness in the area of applied research. 


Zave During our audit, we noted that managers at NRC were addressing 
many of the weaknesses in procedures. These activities are described in Chap- 
ter. 12. 


Grants and Contributions in Support of R&D 
Introduction 


2.93 A recurring theme of government policy has been to increase the R&D 
capacity of universities and industry. One approach is to make payments to 
individuals and institutions in these sectors. Many programs have therefore been 
set up to administer grants and contributions to do this. An R&D grant is a 
payment made for a specified purpose but without an audit requirement. A 
contribution is a payment made for a specific purpose but subject to audit to 
ensure that funds have been used in accordance with contribution arrangements 
arrived at between the government and recipient. 


Organizations Subject to Audit 


2.94 We examined the management controls over approximately $275 
million in grants programs aimed largely at supporting university research. These 
programs are administered by three granting councils, the Medical Research 
Council, the Social Sciences and Humanities Research Council, and the Natural 
Sciences and Engineering Research Council. We also audited two National 
Research Council programs that contributed approximately $22 million in 1980-381 
to support industrial research and development. 


2.95 We reviewed the internal audit of the grants and contributions pro- 
grams in the Department of Energy, Mines and Resources. In 1980-81, expendi- 
tures for R&D projects under these programs were estimated at $48 million. In 
the Department of Industry, Trade and Commerce, we reviewed an internal audit 
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that the Department was conducting of its Enterprise Development Program. 
Expenditures under this contribution program were authorized at 566 million. 


2.96 We estimate that the programs we audited and those covered by 
departmental auditors account for about three-quarters of all federal expendi- 
tures on grants and contributions in support of research and development. 


2.97 Medical Research Council. The objective of this Council is to help 
attain the quality and scale of research in the health sciences essential to main- 
taining and improving health services. In 1980-81, the Council's authorized 
expenditures in the Main Estimates for its Grants and Scholarship Program were 
$78 million, with a total of 39 authorized person-years to administer the Program. 
The Council provides grants in the health sciences to help meet operating and 
equipment requirements for research projects and to provide direct support for 
investigators and research trainees. Grants are made to help carry out research 
on topics of national concern as well as to promote research and the provision of 
research facilities in regions in Canada where these have not been adequately 
developed. Scientific merit as judged by a peer review process is the major 
criterion on which approval of such grants is based. Grants also support symposia 
and international scientific activities and exchange programs. 


2.98 Social Sciences and Humanities Research Council. This Council began 
operation on | April 1978, taking over programs previously administered by the 
Humanities and Social Sciences Division of the Canada Council. The objective of 
the Council is to promote and assist research and scholarship in the social 
sciences and humanities. The Council operates over 60 granting programs, with 
most funds awarded on the basis of excellence as established by peer assessment. 
The programs provide fellowships for research training and grants supporting 
independent research, international scholarly exchanges, research resources, pub- 
lishing and conferences. In 1980-81 the Grants and Scholarships Program budget 
provided 105 authorized person-years and $38 million, $25 million of which was 
for R&D. 


2.99 Natural Sciences and Engineering Research Council. This Council took 
over the Grants and Scholarships program of the National Research Council in 
1978. Its objective is to promote and support research in the natural sciences and 
engineering and to ensure a supply of highly qualified people in these areas. In 
1980-81, the Council was authorized to have 75 person-years and expenditures of 
$163 million. Almost 98 per cent, or $159 million, was paid out to university 
researchers and students in the form of research grants and scholarships. Of this 
amount, $145 million was designated for R&D. The Council operates about 30 
different granting programs, with most funds awarded on the basis of excellence 
of the proposed research or of the researcher. The merit is judged by specialists 
in the same area from university, industry and government. 
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2.100 National Research Council. NRC has two contributions programs that 
directly support industrial innovation and development. In 1980-81, the Industrial 
Research Assistance Program (IRAP) had expenditures of $21 million; the Science 
and Engineering Student Program (SESP) had expenditures of $1 million. IRAP 
partially funds industrial R&D projects conducted by industry. SESP funds the 
hiring by small firms of students to work on development projects. 


Audit Criteria and Scope 


2200 The audit criteria against which we assessed the management proce- 
dures in the grants and contributions programs are given in Annex 2. These 
criteria were developed by this Office and are based on previous experience in 
auditing grants and contribution programs. They were discussed and agreed with 
program managers during the audits. 


2.102 Our audit addressed what we consider to be the four most important 
aspects of the management of grants and contributions programs: 


- stating objectives; 
~ reviewing and approving applications; 
- monitoring funded proposals; and 


- assessing program effectiveness. 


Observations 


2.103 The management systems and procedures were generally satisfactory 
in all the programs audited. In particular, the systems in place for planning grants 
and contributions programs, choosing research proposals for funding, and moni- 
toring approved proposals were satisfactory. However, in a number of the 
program areas, procedures for assessing effectiveness were either unsatisfactory 
or absent. 


2.104 Stating objectives. Departments and agencies have considerable 
latitude in interpreting their legislated mandates as they apply to supporting 
research and development, whether the R&D activity occurs in the university or 
the industrial sector. This latitude extends to establishing both the target groups 
for support and the guidelines covering who is eligible for funding. 


2.105 We observed that management had translated the broad statements of 
roles or program objectives into terms specific enough to provide direction to 
those managing grants and contributions programs. 
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2.106 Reviewing and approving applications. Developing procedures for 
reviewing applications and approving those that will result in the best proposals 
being chosen for financial support is critical to managing grants and contributions. 
In our view, program managers had taken care to ensure that this function was 
carried out properly. Although we found some instances of weak administrative 
procedures supporting the decision-making process, these were not significant, 
and the organizations involved were taking steps to improve them. 


2.107 Monitoring funded proposals. Systems for monitoring grants and 
contributions after they had been disbursed varied in quality. For grants 
administered by the granting councils, systems for monitoring the progress of 
funded proposals and expenditures went beyond central agency requirements. 
Even though grants are not subject to audit, program managers had developed 
procedures that generally allowed them to monitor funded proposals and deter- 
mine whether recipients were using funds for intended purposes. These proce- 
dures were particularly effective in the cases of multi-year grants which have to 
be reviewed annually. 


2.108 In the case of contributions, appropriate procedures for monitoring 
approved proposals were in place, but were not always followed. 


2.109 Assessing program effectiveness. The most general weakness that we 
found was in the assessment of program results achieved through grants and con- 
tributions programs. Either little attempt had been made to measure program 
results, or the measurement methods used were deficient. 


2.110 The Social Sciences and Humanities Research Council had satisfactory 
procedures for assessing program effectiveness. 


75405 | The Medical Research Council and the Natural Sciences and Engineer- 
ing Research Council did not attempt systematically to assess the effectiveness 
of their various programs, but both Councils had measured the effects of some 
programs. It is important to recognize that the absence of systematic assessment 
procedures does not mean that managers were unconcerned with issues of program 
effectiveness. However, in our opinion, both these Councils needed to conduct 
assessments designed to determine those aspects of their programs for which 
cost-justified and satisfactory effectiveness measurements could be made. 


2.112 The National Research Council has attempted to assess the economic 
benefits resulting from the IRAP and SESP contributions programs. However, our 
examination revealed a number of deficiencies in evaluation methodology. For a 
discussion of these, see Chapter 12. 
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Reliance on Other Auditors 


2.113 In the Department of Industry, Trade and Commerce, an internal audit 
of the Enterprise Development Program was under way at the time of our audit. 
We shall monitor developments resulting from this work as part of the comprehen- 
sive audit of the Department. 


2.114 During our audit, the internal audit group of the Department of 
Energy, Mines and Resources was starting to examine the grants and contributions 
made in 1979-80, excluding those made under the Oil Import Compensation 
Program. Their audit did not include new programs launched since that year. We 
reviewed the terms of reference, the internal audit plans and criteria and 
suggested some changes that were accepted. When the audit had been completed, 
we reviewed the working papers and reports and concluded that the findings of the 
internal audit were appropriate. They indicated that management and financial 
control over the grants and contributions covered by the audit were generally 
satisfactory. The internal audit team noted some minor deficiencies and 
recommended corrective action. 


2.115 In this case, we relied on the findings of the internal audit group 
without further audit work on our part. 


Follow-up of Previous Audit Work 


2.116 We restricted our follow-up of the government-wide issues raised in 
our 1977 grants and contributions audit to those that apply to R&D. Our review 
indicated that central agency directives and guidelines issued since our 1977 audit 
had adequately addressed the matters raised, and the organizations that we 
audited were generally complying with them. 


Administrative Processes Relating to R&D 


2.117 The Treasury Board and the Ministry of State for Science and Techno- 
logy are responsible for the policy, "Science and Technology -- Contracting Out" 
and for collecting and presenting R&D information. In addition, the Treasury 
Board and several departments have joint responsibility for administering the 
contracting-in practices. 


Contracting Out 


2.118 In 1972, the Government announced a "make or buy" policy for R&D. 
At that time, the proportion of R&D activity contracted out to Canadian industry 
was about five per cent. Departments were expected to make an explicit decision 
whether to "make or buy" in meeting any new natural science R&D requirements. 
The immediate purpose of the policy was to increase the proportion of mission- 
related R&D work done by Canadian industry. The resulting increase in industrial 
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R&D capability was expected to improve the innovative capacity of the private 
sector. 


2119 The policy was strengthened in 1974 with the "Unsolicited Proposal" 
program designed to encourage industry-initiated, mission-related R&D. A fund 
was set up to help departments finance those unsolicited proposals that appeared 
likely to contribute to the economic. attainment of a departmental mission. 


2.120 In 1975, a major review of the make or buy policy was conducted by 
MOSST, and policy changes were introduced over the next two years. These 
culminated in the Treasury Board guidelines, "Science and Technology -- Con- 
tracting Out" that took effect from | April 1977. By this time, the proportion of 
R&D activities contracted out had grown to about 17 per cent. Our review of 
R&D information published by MOSST indicated that there has been no significant 
change in this figure since 1977. This levelling may be partially explained by the 
resource constraints in the public service since 1978. 


2.121 The new guidelines increased the scope of the policy in two major 
ways. First, related scientific activities and R&D in some fields of human science 
were to be contracted out, in addition to R&D in the natural sciences. Second, all 
science and technology activities were to be considered eligible for contracting 
out, not just new activities. Included in the guidelines were criteria to be used in 
judging whether an existing science and technology activity was to be retained in- 
house or contracted out. 


ZA22 One stated objective of the 1977 guidelines was to increase the share 
of mission-oriented science and technology activities carried out in the private 
sector. Specifically, the objective was "to achieve a more even balance between 
scientific activities carried out by industry and governments." 


2.123 Audit scope. We reviewed the administration of the 1977 guidelines on 
contracting out in the Departments of Agriculture; Energy, Mines and Resources} 
Fisheries and Oceans; National Defence; and the National Research Council. We 
also reviewed the roles of the Treasury Board Secretariat and the Ministry of 
State for Science and Technology in implementing and monitoring the 
contracting-out policy and the mechanisms for updating and revising the policy 
and related guidelines. In addition, we reviewed the DSS Science Centre which is 
responsible for various aspects of contract administration. 


2.124 The standards against which we assessed the administration of the 
policy are contained in the Treasury Board Guidelines on Contracting-out. As an 
example, the guidelines state that "each department is responsible for ensuring 
that the contracting-out policy is implemented as effectively as possible...". 
MOSST "is responsible for reporting to Cabinet on the implementation of the 
policy, the evaluation thereof, and recommendations for changes therein." The 


50 


Research and Development 


first evaluation was to begin in May 1979. Further, MOSST "will report annually 
to the Treasury Board the effects of contracting-out policy on the distribution of 
activity between government and industry, and on intramural research and 
development competence and manpower." 


2.125 In addition, we included a general criterion that central agencies that 
issue policies and guidelines should monitor their implementation. In general, 
they should also evaluate their effects and revise such policies and guidelines, as 
necessary. Even in cases like contracting out where these latter responsibilities 
are delegated, the Treasury Board, in our view, retains a responsibility to monitor 
to ensure that these delegated responsibilities are carried out. The Treasury 
Board Secretariat needs to have an appropriate process for doing this, although 
departmental internal audit groups are responsible for assessing compliance with 
policy directives. 


2.126 Observations. The contracting-out procedures used in the DSS Science 
Centre were satisfactory, and the organizations we audited complied with the 
guidelines to a limited extent. The contracting-out policy guidelines call for 
departments to submit science and technology plans annually as part of the 
budgetary process. In 1978, nine departments submitted plans but, in 1979, only 
one did. No science and technology plans have been submitted since, and there 
have been no further requests for them. In 1979, MOSST reported to Treasury 
Board Secretariat that departmental science and technology plans had been 
"inadequate" and that, in their plans, departments had not provided fully for 
contracting out. MOSST made several proposals to encourage departments to 
follow the contracting-out policy but, although some negotiations took place 
among MOSST, Treasury Board Secretariat and the departments, no further action 
resulted. This inaction could be partially attributed to changes in the budgeting 
process with the introduction of the expenditure management system in 1979. 
MOSST did not make the annual reports on the effects of the policy to the 
Treasury Board. However, it should be noted that the absence of departmental 
science and technology plans undermined the basis of such reports. An evaluation 
of the policy was begun in September 1980 although planning for it had begun 
much earlier. In March 1981, the Treasury Board Secretariat followed up by 
asking MOSST for the status of the annual reports and of the evaluation. A draft 
evaluation was given to the Treasury Board Secretariat. 


2.127 MOSST and Treasury Board Secretariat should review the contracting- 
out policy and guidelines and make revisions as needed. 


Contracting In 
2.128 Contracting in is the process whereby outside organizations gain 
access to government R&D services and laboratory facilities. The operating 


departments establish and collect fees for providing such services. The annual 
revenue generated amounts to about $10 million. 
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2.129 In the early 1970s, Treasury Board recommended to the Administrator 
in Council that the ministers of several departments be authorized to prescribe 
the fees to be paid for scientific services provided by the departments to the 
public. Departments interpreted the related Orders in Council as the required 
authority to provide and charge for services. 


2.130 Our legal counsel advises us that two distinct authorities are required 
by a department or agency before it can charge for services it provides to the 
public. First, the responsible minister must have explicit authority to provide 
specific services to the public. One purpose of this requirement could be to 
ensure that departments do not engage in unauthorized competition with the 
private sector. Second, Order in Council authority is required under section 13 of 
the Financial Administration Act before a department can specify the level of 
fees or charges. One purpose of this is to ensure that unauthorized subsidies are 
not provided to individuals or groups. Chapter 10 of the Guide on Financial 
Administration sets out the policy and guidelines to be followed by the Treasury 
Board Secretariat and departments in establishing rate structures for contracting 
in. 


2.131 Audit scope. We reviewed the contracting-in process in the Depart- 
ments of Agriculture; Energy, Mines and Resources; Fisheries and Oceans; 
National Defence; and the National Research Council to determine whether 
proper authority had been obtained and whether contracting in was being con- 
ducted with due regard for economy, efficiency and effectiveness. We also 
reviewed the role of Treasury Board Secretariat in the contracting-in process. 


2.132 Observations. In our opinion, three of the five organizations we 
audited did not have proper authority to charge for services. The Department of 
Agriculture informed us that it does not contract in. The Department of National 
Defence had the required legislative authority in Vote 1 of its appropriation act. 


2.133 The Department of Fisheries and Oceans has legislation enabling it to 
carry out many activities related to fisheries, recreational harbours, hydrography 
and marine services. This legislation enables the Department to establish 
research facilities, conduct research and provide for the use of some of these 
facilities by non-government groups. However, the Department had provided 
some facilities and charged for their use without explicit legislative authority, 
although it had Order in Council authority to set rates. The control over some of 
the revenues thus generated is discussed in Chapter 8, paragraph 8.157 of this 
Report. 


2.134 The Department of Energy, Mines and Resources has explicit legisla- 
tive authority to sell publications, maps and other documents issued by the 
Department. However, it did not have explicit legislative authority to provide 
R&D services to the public, although Order in Council authority to set rates for 
such services had been obtained. 
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PAIS) The National Research Council has clear legislative authority to 
charge for any R&D services to the public, but it had not obtained Order in 
Council authority to set rates. In September 1981, we were informed by NRC 
that steps were being taken to obtain the required Order in Council. 


2.136 In our review of administrative procedures for contracting in, we 
found that some organizational units provided research facilities free rather than 
go through the legislative and administrative difficulties of seeking authority and 
then setting and collecting fees. In others, because of internal administrative 
delays, non-government groups were unable to contract for the timely use of 
research facilities. In some cases, the moneys received and dispersed were not 
clearly disclosed in the Estimates and Public Accounts. 


207 The Treasury Board should ensure that the problem of departmental 
authority for contracting in is resolved. 


2.138 Departments should speed up their administrative procedures to faci- 
litate contracting in. 


Information for Parliament 
Introduction 


2.139 We examined the quality of R&D information that the Ministry of 
State for Science and Technology and the other organizations we audited supply to 
the House of Commons. As a supplement to the Main Estimates, MOSST collects, 
analyses and reports information on science expenditures in Federal Science 
Activities (Red Book). Statistics Canada publishes the Annual Review of Science 
Statistics, a compilation of national expenditure statistics on Research and 
Development. The Annual Review includes the widely used science statistic, the 
GERD, referred to previously. We assessed controls over the preparation and 
presentation of this information. 


Observations 


2.140 Federal expenditures. The Red Book is provided as a source of 
budgetary information on R&D for Members of Parliament. Its usefulness could 
be increased by expanding the scope to include information about other federal 
involvement in R&D. For example, the Red Book does not mention the cost and 
purposes of tax expenditures or duty remissions related to R&D; the Department 
of Finance estimates the annual income tax forgone at about $142 million. A 
number of significant elements, such as the expenditures on R&D by some 
commercially-oriented Crown corporations, estimated at about $ 95 million, are 
not included. Also omitted are overhead costs such as accommodation, services 
provided by other departments, including ships and aircraft, and portions of 
administrative costs attributable to R&D activities, estimated by Statistics 
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Canada to be about $50 million. Recoupment costs, which are payments made by 
the federal government to cover a portion of a firm's R&D expenditures, are not 
reported. These costs may take the form of a payment, identified as being for 
R&D, on capital item procurements, such as aircraft or military ships. They may 
also be bonuses added to R&D contracts to encourage a firm to do its own R&D 
work or to reimburse a firm for hiring additional R&D staff. For 1981-82, 
recoupment costs are estimated to be over $50 million. These omissions result in 
federal involvement in R&D being understated by about $340 million. Because of 
compensating factors, these ommissions do not significantly influence the 
estimate of the GERD. 


2.141 In addition, the usefulness of the information in the Red Book would be 
improved by relating forecast science expenditures to intended results and 
possible benefits and by ensuring that it is available when Members of Parliament 
begin to review the Main Estimates. 


2.142 Any improvements should be undertaken in concert with the govern- 
ment program to revise the form of the Estimates. This program of revision is 
being co-ordinated by the Office of the Comptroller General. 


2.143 We observed deficiencies in quality control over the data collection 
process. For instance, lack of preciseness in the definitions of different kinds of 
science activities can lead to different interpretations of what constitutes an 
R&D expenditure; this leads to inconsistencies. In the five organizations audited, 
we found under-reporting of R&D spending by at least $20 million, out of a total 
of about $540 million. Some organizations reported procurement contracts for 
goods and services associated with R&D in government laboratories as expendi- 
tures supporting R&D in other sectors of the economy. 


2.144 MOSST has informed us that it has begun a review of the purpose, 
scope and content of the Red Book, as well as the controls over data quality. 


2.145 National expenditures. The information on national R&D expenditures 
in the Statistics Canada publication, Annual Review of Science Statistics, was 
inadequately presented. As noted earlier in this chapter, limitations on the 
reliability and use of the information are not described clearly, comprehensively 
or in a consolidated form. 


2.146 Statistics Canada calculates the GERD figure by summing the es- 
timated expenditures on R&D by the various sectors of the economy. The 
uncertainty in the estimates is stated only for each sector; there is no indication 
of the uncertainty when the estimates for each sector are summed to give the 
GERD estimate. The uncertainties represent large amounts of money and, since 
they are not expressed in dollar terms and consolidated, their significance could 
escape the reader. We consider that the range of uncertainty for estimates of the 
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GERD is about plus or minus $200 million out of total expenditures of $2.5 billion. 
It should be noted that this represents an uncertainty range of plus or minus 8 per 
cent; a range that is not abnormal for this type of statistic. 


2.147 In addition to the reliability problem, there are issues of usefulness 
and comparability. To make comparisons among its members, the Organization 
for Economic Co-operation and Development (OECD) computes a Canadian GERD 
using data supplied by Statistics Canada. The OECD-calculated GERD includes 
expenditures on R&D in both the natural sciences and the humanities and social 
sciences. The Canadian GERD includes expenditures on R&D in the natural 
sciences only. Statistics Canada informed us that the narrow basis of calculation 
had been chosen as the most appropriate for the Canadian situation. The excluded 
Canadian humanities and social sciences component amounts to about $315 
million. Both statistics appear in the Annual Review, and there is a risk of 
erroneous Comparison because the differences are not clearly indicated. 


2.148 Although Statistics Canada cannot be held responsible for misuses of 
Statistics it presents, it should, in its publications, warn readers of possible limita- 
tions to the use of these data. It is well known that the GERD is used as a com- 
parative indicator of Canadian performance in R&D and, in this regard, it has 
significant limitations. For example, the Canadian economy depends heavily on 
its non-manufacturing sectors. These sectors are traditionally much less R&D 
intensive than the manufacturing sector. Therefore, the Review should indicate 
that the GERD/GNP ratio can be used only with caution when comparing Canada 
to other countries. 


2.149 The 1980 edition of the Annual Review was published while our audit 
was in progress. Among the improvements in that edition were the inclusion of 
data and discussions on a number of indicators of science and technology perfor- 
mance and a table displaying the total expenditure on R&D in Canada. We 
encourage continued efforts to develop a broad range of science activity indica- 
tors. 


2.150 Our audit also revealed that Statistics Canada had identified and was 
working toward resolving significant reporting problems. However, quality con- 
trol procedures over R&D expenditure data collection were often informal and 
undocumented. Management informed us of its intention to review the collection 
and presentation of the national expenditure information on R&D. 


2.151 As part of the Treasury Board's program to revise the form and 
content of the Estimates, the Ministry of State for Science and Technology, with 
the Office of the Comptroller General, should review the reporting of R&D 
information to Parliament. 
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2.152 Statistics Canada should improve the presentation of the data in its 
Annual Review of Science Statistics. In particular, it should clearly describe 
signif icant limitations on reliability and use of publicly reported data. 


2.153 Both the Ministry of State for Science and Technology and Statistics 
Canada should improve their controls over the quality of information on R&D for 
public use. . 


56 


Research and Development 


ANNEX | 


Audit Criteria for the Management 
of Research and Development in Government Laboratories 


The audit criteria presented here are summary statements of more 
detailed criteria used in our audits and represent standards that we consider 
appropriate for R&D generally. The key audit question was whether appropriate 
management controls for the specific circumstance were in place and working. 


We took into account a number of considerations when using these 
criteria. First, certain aspects of the R&D management process are more 
important in some organizations than in others. Accordingly, we determined 
which were most critical in each organization and concentrated our work on these 
aspects. Second, different areas of research call for different types of controls; 
different organizations can manage in different ways and still demonstrate due 
regard for economy, efficiency and effectiveness. The steps in the management 
process, therefore, may not always occur in the same sequence in all organiza- 
tions and small projects may not need the formality of control required for large 
projects. Furthermore, strengths in one step of the management process may 
compensate for weaknesses in another. 


The structure of the audit criteria for the control of R&D activities in 
government laboratories is based on a general management process as outlined in 
Diagram 2.1. The reader should bear in mind that there is considerable feedback 
and interaction among the several functions shown in the diagram -- the typical 
R&D management process generates much greater exchange of information than 
the model might suggest. 


Planning 


This aspect of the management process is designed to link together the 
R&D mandate, assessments of needs or opportunities, organizational capacity, and 
resources. It consists of strategic planning, operational planning and project 
planning, the latter two being successively more specific. One major purpose of a 
planning process is to ensure that statements of objectives are translated into 
sub-objectives that direct research efforts to approved areas and provide ade- 
quate guides to action. 


Strategic Planning. This level of planning defines the role and 
objectives of the R&D function and should result in identification of the clients 
for R&D services and types of service to be provided. 


Strategic objectives for R&D should reflect the legislative mandate of 
the department or agency and be stated clearly enough to be guides to 
operational planning. 
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Diagram Zeki 


MANAGEMENT PROCESS FOR R&D IN GOVERNMENT LABORATORIES 


Strategic Planning 


Operational Planning 


Preparing Proposals 


Selecting Projects 


Support Functions 
(e.g. financial, personnel, materiel) 


Operational Control of Projects 
Detailed Planning oy 
i Management 
Information 


Final Approval | and 


y Control 
Implementation iz Control | 


= 
2) 
WY) 
o 
12) 
° 
=) 

oO. 
va) 
=) 
° 
< 

joke) 
2) 
° 
ue 
& 
ra) 
I 
o 
& 
O 
uo 
oO 
10D) 
n 
o 
= 
Js 
oe 
3 
y) 
vm) 
1S) 
0 
I 
(0) 
pu) 
(= 
= 


Transferring R&D Results 


Evaluation 
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Statements of strategic objectives should: 


reflect the longer-term perceived needs and opportunities for 
R&D; 


indicate the type of clients to be served and the type of R&D 
services to be provided; and 


reflect assessments of the technical feasibility of the R&D work 
and the organizational capacities to do R&D. 


Estimates of the needed resources should be set out for each R&D 
objective. 


Responsibility for strategic planning should be clearly assigned. 


Operational Planning. Whereas strategic planning provides a basis for 
policy approval, operational planning provides the basis for committing resources 
to specific short, medium or long-term goals. An operational plan can take the 
form of a portfolio of resources allocated to particular research areas and clients 
and, in many research organizations, operational planning includes the selection of 
specific R&D projects and programs within the resources allocated to each area. 


Objectives set by operational planning should be clear enough to guide 
R&D managers in specifying the R&D clients, selecting projects and 
evaluating progress. 


Operational plans for R&D should specify: 


the R&D needs to be met; 

who will prepare proposals; 

what resources are available for each research area; 
the program or project duration; and 


the procedures for monitoring and controlling against plan. 


Operational plans should be appropriately documented. 


Responsibility for operational planning should be clearly assigned. 
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Providing for Client-researcher Interaction 


R&D management should provide for appropriate client-researcher 
interaction at all stages of the R&D process -- strategic and opera- 
tional planning, generation of ideas, preparation of proposals and their 
selection, transfer of R&D results and evaluation. 


Preparing Proposals 


Management should provide guidelines for the preparation of propo- 


sals. 


Proposals should be appropriately documented. 


Where appropriate, project proposals should: 


indicate how the project will help meet the objectives of the 
department or agency; 


identify the client for the project; 

state expected results and outputs and, wherever appropriate, 
assess the estimated costs and the chance of success against 
estimated pay-off; 

explain and justify the proposed research approach and the 
specific scientific and technological methodology to be used and, 
where applicable, name any outside participants; 

indicate how the project will be controlled and progress assessed; 


include a project budget, giving cost estimates of major items; 


state the mix of personnel and qualifications required to carry 
out the work and how these resources are to be obtained; 


state the research facilities and support services required, and 
when and for how long they will be needed; and 


state to whom the results of the project will be reported and 
how. 


Selecting Projects 


This is the process through which strategic and operational plans are 
translated into decisions on specific research projects. Selection of a proposal for 
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a project or program represents its approval in principle. Frequently outside 
experts and the client for the research service are involved in the review process. 


Proposals should be formally reviewed and approved or rejected using 
criteria developed by management. 


The criteria and decisions should be appropriately documented. 


Responsibility for the selection process should be clearly assigned. 


Operational Control of Projects 


Operational control is the process designed to ensure economic and 
efficient performance of the research work. It includes the development of a 
detailed project plan, the granting of final approval based on this detailed plan, 
implementing the plan, and monitoring progress and taking corrective action. 
Final approval can be delegated to the appropriate level so long as the project 
objectives and resource commitments in the detailed plan are consistent with the 
proposal approved in principle. 


In September 1981, we received from the committee of senior 
executives of the science community draft guidelines entitled "Operational 
Control of Research and Development in Departments and Agencies of the 
Federal Government of Canada." Future audits will be conducted with reference 
to these guidelines. 


Detailed project planning. After a proposal has been selected, project 
planning should be carried out at a level of detail appropriate to the project. 


Management should provide guidelines for preparing detailed project 
plans. 


Project plans should be appropriately documented. 


Where appropriate, project plans should: 
- state project objectives clearly enough to guide research work; 
- describe the proposed R&D methodology; 


- specify activities and tasks to be performed and assign respon- 
sibility for them; 
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- list resource requirements, particularly for shared facilities, and 
provide a schedule for their use; 


- describe project organization, including delegation of authority; 


- define the project monitoring procedures, including qualitative 
and quantitative indicators, for assessing progress and use of 
resources; and 


- identify decision points for continuation or termination. 


Final approval. The approval of the detailed plan represents final 
authority to begin the research work. In most cases where the duration of the 
project falls within normal financial commitment periods, approval to begin would 
constitute approval for the whole project. However, where the project is 
expected to continue for an extended period, or if completion depends on a 
critical success point, approval to begin should not represent "final" approval for 
the entire project. 


Authority and criteria for final approval of projects should be clearly 
defined. 


Implementation and operational control of projects. Implementation is 
the term describing actual laboratory or development work. Project control 
involves monitoring technical progress and expenditures and taking appropriate 
corrective action when deviations from plan are detected. Control procedures 
should be appropriate for the project. In particular, some control procedures may 
be informal for smaller projects. 


Responsibility and authority for project management should be clearly 
assigned. 


Operations should be conducted with due regard for economy, effi- 
ciency and effectiveness and for the safety and security of research 
workers and the public. 


There should be accurate, relevant and timely information that indi- 
cates to management the actual status of each project. 


Major deviations from an approved project plan should be analysed and 
appropriate action taken. 
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The appropriate level of management should review, approve and 
document significant changes to project plans; for example, redefini- 
tion of objectives, increase of resource needs, extending schedule or 
terminating. 


Transferring R&D Results 


Throughout the R&D process, particularly at the proposal preparation 
and selection stages, consideration should be given to the transfer of research 
results to users. 


Managers should develop specific means to facilitate use of research 
results. 


Procedures should exist for ensuring, that, where appropriate, scien- 
tific results are published and, whenever appropriate, discoveries and 
developments are patented and the patents licensed. 


Evaluation 


Traditionally, evaluation in R&D occurs in different ways at a number 
of stages in the R&D process -- in strategic planning, when a proposal is selected, 
as research is being carried out, when a project is reviewed for renewal and when 
a project or program is finished. Outside experts are frequently involved. The 
Office of the Comptroller General has issued the Guide on the Program 
Evaluation Function which supports the policy that departments will provide 
independent, periodic review of their programs to evaluate their effectiveness in 
meeting their objectives and the efficiency with which they are being adminis- 
tered. All the implications for the traditional approach to evaluating R&D that 
arise from this policy have not yet been clarified. In our opinion, it would be 
desirable to develop guidelines specifically for evaluating R&D. 


The evaluation of R&D programs should meet standards appropriate 
for R&D. 


Management Information and Control 


An appropriate management information system is required for overall 
control of R&D programs and projects. Informal systems are often suitable for 
one or two-man projects. However, for controlling larger projects and for com- 
paring actual results with operational and strategic plans, a formal information 
system is required. The information will be a mixture of quantitative data and 
narrative description. 
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There should be a system for providing managers with reliable, 
relevant and timely information on program and project resource con- 
sumption and progress against strategic and operational plans. 


Support Systems 


To the extent possible, R&D support systems, such as finance and 
administration, internal audit and materiel should be designed for 
R&D. 
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ANNEX 2 


Audit Criteria for the Management 
of R&D Grants and Contributions Programs 


A number of processes are common to the management of R&D grants 
and contributions in all departments and agencies. For each of these processes, 
we developed audit criteria, which can be regarded as statements of what cons- 
titutes good practice in management control of grants and contributions. The 
emphasis or applicability of specific criteria may, of course, vary depending upon 
the nature of a program. 


We have listed our criteria according to the eight management pro- 
cesses as shown in Diagram 2.2. 


Stating Objectives 
The objectives of R&D grants and contributions programs should be 
defined and translated into operational terms that will be clear enough 
to: 


- specify the group(s) eligible for funding; 


- indicate appropriate guidelines for reviewing and approving 
applications; and 


~ identify measures for determining the effectiveness of the pro- 
grams. 
Establishing Terms and Conditions 
Terms and conditions translate legislative intent into operational 


terms that must be approved by the Treasury Board. This approval provides a 
control over purposes and recipient eligibility. 


Terms and conditions for grants and contributions programs should 
reflect the legislative mandate and requirements of central agencies. 


Informing Potential Applicants 
Information on R&D grants and contributions programs, and particu- 
larly information on the rules governing eligibility, guidelines for 


applicants and the preparation of proposals, should be distributed to 
potential applicants. 
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Diagram 2.2 


MANAGEMENT PROCESS FOR R&D GRANTS AND CONTRIBUTIONS 
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Assessing Program Effectiveness 


Making Payments 


Monitoring 
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Reviewing and Approving Applications 


Procedures should be established for ensuring that the applications 
approved are those most likely to achieve program objectives. These 
procedures should be documented. 


Applications should be assessed against documented selection 
criteria. 


Decisions should be adequately documented. 


The review procedures should require applicants to disclose all 
other sources of funding for a particular proposal. 


Any delegation of authority for the approval or extension of a 
grant or contribution should be accompanied by appropriate con- 
trols. 


Making Payments 


Grants and contributions payments should be consistent with the 
approved level of funding. 


Monitoring 


Applicants should indicate in writing their acceptance of all 
conditions attached to a grant or contribution before funds are 
disbursed. 


Payments should not exceed the approved level of funding. 


Approved R&D grants and contributions should be monitored. 


For R&D grants, there should be reasonable assurance that funds 
are being used for the purpose intended. 


For contributions, payments should be in accordance with contri- 
bution arrangements. 


Audit requirements in the contribution arrangements should be 
met. 


Management Information Systems 


The management information system should provide to the appropriate 
managers reliable, relevant and timely information on program opera- 
tions and expenditures. 
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Assessing Program Effectiveness 
The objectives and effects of grants and contributions programs should 
be specified as precisely as possible. 


Program objectives and effects that can be measured should be iden- 
tified. 


Procedures for measuring program effectiveness should reflect the 
state of the art and be cost-justified. 


The results of effectiveness measurement should be reported. 


Evaluations should be used to increase program effectiveness. 
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3 
PAYROLL COSTS MANAGEMENT 


Introduction 


3.1 In our 1979 Report, we presented the findings of our first government- 
wide audit of the management of the direct and indirect costs of employing 
people in the public service - a total payroll cost of $8.6 billion. The audit 
examined the adequacy of the management controls in nine departments and 
agencies with respect to human resource planning, training, and human resource 
information systems, three main components of payroll costs management. We 
concluded in the 1979 Report that the management controls at the department 
level did not assure the economic acquisition and efficient use of human resources 
in the public service. Our recommendations sought to strengthen the Treasury 
Board Secretariat's management role and to foster improvements in departmental 
systems. 


362 Given the importance of effective personnel management practices to 
the public service and the significance of deficiencies we found, we continued to 
review management controls over payroll costs as part of our comprehensive 
audits in 1980 and again in 1981. 


33 Departments and agencies operate their human resource programs 
within the framework of policies and systems developed by the central agencies 
and are thus influenced to a significant degree by central agency policy direction. 
Therefore this year we concentrated on the policies and systems of the Treasury 
Board Secretariat and the Public Service Commission applicable to human 
resource planning, training, and human resource information systems. The 
policies and systems audited directly affect the management of payroll costs in 26 
departments as well as a number of other agencies. 


3.4 We found significant weaknesses in central management controls over 
the development, implementation, monitoring and evaluation of policies and 
systems for human resource planning, training, and human resource information 
systems. In particular: 


o: policies of the Treasury Board Secretariat did not address 
departmental deficiencies and long-standing problems in human 
resource planning; 


= the Treasury Board Secretariat's systems to monitor compliance 
and evaluate policies in all three areas were inadequate; 


- extensive information required of departments and agencies had 
not been fully utilized by the Treasury Board Secretariat; and 
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the Treasury Board Secretariat and the Public Service 
Commission had made limited progress in resolving duplication 
of human resource information systems at the central agency 
level. 


3.5 The central agencies were aware of the weaknesses identified by our 
audit and were taking steps to improve policies and systems in these areas. 


Central Agencies - Roles and Responsibilities 


3.6 Responsibility and accountability for the management of payroll costs 
in the public service is shared by the central agencies and departments. The 
broad outline of the division of responsibilities related to human resource 
planning, training and human resource information systems is set out in the 
Financial Administration Act and the Public Service Employment Act. 


Dad, Human Resource Planning. The Financial Administration Act 
empowers the Treasury Board Secretariat to "determine the manpower require- 
ments of the public service and provide for the allocation and effective utilization 
of manpower resources within the public service". The Public Service Commission 
conducts human resource planning matters related to its staffing mandate under 
the Public Service Employment Act. It also has other responsibilities assigned to 
it by the Treasury Board Secretariat. 


3.8 Training. Both the Treasury Board Secretariat and the Public Service 
Commission have statutory responsibilities for training. The Financial Adminis- 
tration Act empowers Treasury Board to "determine requirements for the training 
and development of personnel in the public service and fix the terms on which 
such training and development may be carried out". Under the Public Service 
Employment Act, the Public Service Commission is required to "operate and assist 
deputy heads in the operation of staff training and development programs in the 
Public Service". 


3.9 Human Resource Information Systems. The Treasury Board Secre- 
tariat is responsible for government-wide policies on electronic data processing 
systems under its general administrative authority contained in the Financial 
Administration Act. 


3.10 The Personnel Applications Centre in the Department of Supply and 
Services - Services Administration, acts as a government-wide service centre for 
computerized human resource information systems. Its role includes the design 


and operation of Treasury Board Secretariat systems as well as the provision of 
services to departments and agencies. 
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S.it The central agencies delegate operational aspects of their authority 
to deputy heads in departments and agencies who exercise their authority within 
the framework of policies, systems and procedures established by the central 
agencies. The Treasury Board Secretariat also delegates and assigns responsibility 
to the Public Service Commission on matters related to policy formulation and 
evaluation and works closely with the Public Service Commission on the central 
management of human resource planning, training and human resource informa- 
tion systems in the public service. 


3.12 The Personnel Policy Branch is the organization within the Treasury 
Board Secretariat which is responsible for developing, implementing, monitoring 
and evaluating policies and systems in the three areas audited. 


Audit Scope 


3.13 We examined the management controls in the Treasury Board Secre- 
tariat with respect to the development, implementation, monitoring and evalua- 
tion of government-wide policies and systems for human resource planning, 
training, and human resource information systems, and the activities of the Public 
Service Commission related to these areas. The components of payroll costs 
management covered by our audit have been defined as follows: 


- human resource planning: ensuring that the appropriate numbers 
of people are available with the required skills, when and where 
they are needed; 


- training: identifying and meeting present and future skill, 
knowledge and attitudinal requirements to improve job perfor- 
mance and to cope with technological and other changes; and 


- human resource information systems: providing managers with 
basic personnel information; that is, profiles of employees and 
positions in an organization. 


We did not include language training, Equal Opportunities Programs or the 
operational training role of the Public Service Commission in the scope of our 
audit. 


3.14 The Personnel Management areas reviewed by this audit constitute 
only a part of the activities of the Treasury Board Secretariat and the Public 
Service Commission; no inferences should be drawn concerning management 
controls in other areas within these central agencies. 


Summary of Audit Observations 


3.15 As a result of our findings in the comprehensive audits over the past 
three years, we have concluded that departments generally lacked effective 


75 


Payroll Costs Management 


human resource planning systems and did not as a result anticipate or develop 
plans for dealing with staff shortages and surpluses. We also concluded that 
training needs were not properly identified and that training systems in the public 
service were not adequately planned, costed or evaluated and that proliferation of 
human resource information systems and duplication of data between departments 
and central agencies continued to exist. 


3.16 Our audit of the policy activities at the central agency level in these 
three areas revealed that, with the exception of training, limited progress had 
been made in addressing these deficiencies and in strengthening the Treasury 
Board Secretariat central management role. 


3.17 At the time of our audit, the Treasury Board Secretariat had not 
resolved the practical problems of departments in implementing human resource 
planning in a public service environment such as the problem of linkage to other 
departmental planning processes. Nor had they established effective processes to 
identify occupational groups in which critical resource problems existed. We did 
note that the Treasury Board Secretariat was aware of these deficiencies and was 
addressing them through the establishment of a task force to examine human 
resource planning practices in the public service. 


3.18 In the area of training, the Treasury Board Secretariat had made sub- 
stantial progress with the publication in June 1980 of a staff training policy 
which, with its associated directives and guidelines, was designed to strengthen 
the management of training activities at both central and departmental levels. 


3.19 With respect to human resource information systems, we noted that 
the Treasury Board Secretariat did not have a mechanism in place that effectively 
controlled the proliferation of human resource information systems in depart- 
ments and agencies. On 31 August 1981, however, the Treasury Board Secretariat 
issued its first policy on human resource information systems which set the 
framework for this type of control. We also observed that the Treasury Board 
Secretariat and the Public Service Commission had not made significant progress 
in reducing duplication between their Systems in spite of the expenditure of 
significant resources. 


3.20 We noted in all three areas audited that the Treasury Board Secre- 
tariat did not have adequate monitoring or evaluation systems. We concluded that 
the Treasury Board Secretariat could not determine whether departments and 
agencies were complying with its policies and directives or whether its policies 
were accomplishing what was originally intended. 


3.21 _ We observed throughout this audit that the Treasury Board Secretariat 
was working closely with the Public Service Commission to improve the policies 
and systems in the three areas audited. 
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Audit Criteria 


Sale The criteria applied in our audit of the management controls over the 
policies and systems developed by the central agencies were reviewed with the 
central agencies, tested and, in some cases, modified during the audit. These 
criteria establish what we consider to be reasonable standards against which the 
policies and systems in the three areas audited should be assessed. The audit 
observations reported in this chapter directly relate to one or more of the 
following audit criteria: 


Responsibilities for developing, implementing, monitoring and 
evaluating policies and systems should be clearly defined and commu- 
nicated to all those concerned. 


- Conflicts in roles and responsibilities that relate to policy and 
system formulation should be identified and resolved. 


Policies and systems should be developed and/or revised in a manner 
that ensures due consideration is given to the needs of departments 
and agencies and the resource implications of implementing them. 


- The relevant needs, problems and deficiencies in departmental 
and agency programs should be determined and taken into 
account when assessing the need to develop or revise policies and 
systems. 


- Alternative policies and systems should be evaluated in terms of 
likely effectiveness, operational and cost implications for 
departments and agencies and compatibility with other policies 
and systems. 


- Policies and systems should be communicated clearly to depart- 
ments and agencies and should include guidelines as appropriate. 


Policies and systems should be monitored to assess compliance and 
evaluated to assess their effectiveness. 


- Systems should be in place to monitor the adherence of depart- 
ments and agencies to policies and systems and to evaluate the 
degree to which they are achieving the desired result in a cost- 
effective manner. 


- The results of monitoring and evaluation should be used in the 


revision and development of policies and systems. 


3.23 The criteria applied in our audit of the design and operation of the 
internal human resource information systems of the central agencies were those 
published in our 1979 annual Report. 
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Human Resource Planning 


Background 


3.24 From 1970 through 1979, the Treasury Board Secretariat developed 
and issued a number of policies that established the framework within which 
departments and agencies conduct human resource planning activities. These 
policies include Executive Planning and Development (1971), Roles and Respon- 
sibilities for Human Resources Planning in the Public Service (1974) and Personnel 
Management Planning (1979). In 1975, the Treasury Board Secretariat also 
published descriptive material on human resource planning in a Personnel Manage- 
ment Guide. 


3.25 The 1974 policy on roles and responsibilities defines the roles of the 
Treasury Board Secretariat, the Public Service Commission and departments in 
human resource planning. It assigns responsibility to the Public Service Commis- 
sion for carrying out human resource planning for certain occupational groups 
when so directed by the Treasury Board Secretariat. The policy also states that 
the Treasury Board Secretariat and the Public Service Commission will conduct 
human resource planning across the public service for critical occupational groups 
and for other groups of employees such as Senior Executives. 


3.26 Two of the policies require departments and agencies to forward infor- 
mation on human resource planning to the central agencies. The Personnel 
Management Planning policy requires that departments and agencies submit 
reports to the Treasury Board Secretariat describing the personnel actions 
required to deal with changes affecting human resources. The policy on Executive 
Planning and Development requires that summaries of appraisal information and 
succession planning charts be submitted to both the Treasury Board Secretariat 
and the Public Service Commission. Departments are also required to submit the 
performance review and appraisal documents on senior executives to the Public 
Service Commission. 


Observations and Recommendations 


3.27 Policy development. The Treasury Board Secretariat consulted exten- 
sively with departments when it was developing its human resource planning 
policies. These consultations indicated that, although departments agreed that 
human resource planning was essential to good management practice, they were 
concerned about its practical application in the public service. Departments 
expressed concerns about the practicality of applying human resource planning 
universally to all groups and levels, the lack of a clear relationship between 
human resource planning and other personnel Systems such as performance 
appraisal, staffing and training, and the tenuous linkage between human resource 
planning and other planning processes. 
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3.28 The comprehensive audits conducted this year and reported in other 
chapters of this Report indicate that, with a few exceptions, the problems 
observed in 1979 still remain. Departments generally lacked effective human 
resource planning systems and continued to deal with problems of staff surpluses 
or shortages after they had arisen, rather than anticipating problems and 
developing appropriate action plans. It was also evident that operating managers 
still did not consider human resource planning to be an integral part of their 
function and perceived it to be the responsibility of staff advisers in personnel 
branches. 


3.29 The most recent policy, Personnel Management Planning, provided 
direction and guidance to departments regarding the completion of information 
reports, and only by implication did it and previous policies address the depart- 
mental concerns and deficiencies noted above. We also observed that the 
direction given to departments in the Personnel Management Planning policy was 
not clear, resulting in considerable variation in the content of the reports 
submitted to the central agencies. We believe that these matters have con- 
tributed to the overall deficiencies of human resource planning at the depart- 
mental level. 


3.30 The Treasury Board Secretariat established a task force, in January 
1981, composed of departmental and central agency representatives, to study 
human resource planning practices both inside and outside the public service; to 
develop a proposal for a human resource management system model; and to 
submit recommendations to overcome obstacles to effective human resource 
planning in the federal public service. 


3.31 The Treasury Board Secretariat should review and, where appropriate, 
revise its human resource planning policies and guidelines to ensure that depart- 
mental needs, problems and deficiencies are taken into account and should assist 
departments, as required, in the application of policies to unique departmental 
circumstances. 


3.32 The Treasury Board Secretariat did not always give due regard to 
efficiency when developing human resource planning policies. For example, the 
cost implications of implementing human resource planning policies, both for the 
Treasury Board Secretariat and for departments and agencies, were not addressed 
prior to implementation. This omission is significant, particularly in light of the 
resources used by departments to complete the information reports requested in 
the policies. 


3.33 The Personnel Policy Branch has established a special task force to 
recommend procedures to be followed by its staff in developing and promulgating 
policies, including the requirement to cost policy implications. 
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3.34 Government-wide human resource planning. In carrying out their 
responsibilities for conducting human resource planning across the public service 
for critical occupational groups, the Treasury Board Secretariat and the Public 
Service Commission have focused attention on the Senior Executive category and 
more recently, on the Financial and Personnel Administration groups. They have 
also responded to urgent regional or occupational group problems as they arose. 


3.35 Apart from these human resource planning activities which concern 
only a small proportion of the total public service, the Treasury Board Secretariat 
has not met its overall responsibilities for government-wide human resource 
planning as outlined in the policy on Roles and Responsibilities for Human 
Resources Planning in the Public Service. 


3.36 The Treasury Board Secretariat has not, for example, analysed the 
overall human resource requirements of the public service to determine current or 
future government-wide resource imbalances or to identify critical occupational 
groups for which human resource planning should be carried out by the central 
agencies. Generally, the Treasury Board Secretariat has responded to regional or 
occupational group problems such as the shortage of petroleum engineers and 
scientists in Western Canada, when problems became urgent rather than by 
anticipating the human resource shortages and ensuring that action plans were 
developed to avoid critical situations. It is our view that effective manpower 
utilization in the public service depends on the ability of the Treasury Board 
Secretariat to identify critical problems early and ensure that plans are estab- 
lished for their resolution before a crisis occurs. 


3.37 The Treasury Board Secretariat should regularly assess human resource 
requirements in the public service, identify critical occupational groups for which 
human resource planning should be carried out by the central agencies and ensure 
that the appropriate action is taken. 


Bor At the time of our audit, a human resource planning and counselling 
program was being developed for the new Management Category which is to 
replace the present Senior Executive category. Because these plans were being 
developed and the respective roles of the Treasury Board Secretariat and the 
Public Service Commission were not yet clarified, we did not audit this program. 


3.39 Policy monitoring and evaluation. The Treasury Board Secretariat did 
not have systems in place to monitor or evaluate its human resource planning 
policies other than the requirement for planning information from departments in 
the form of annual reports. 


3.40 The reports required from departments by the Personnel Management 
Planning policy were originally intended to be the source of government-wide 
information on human _ resource planning from which the Treasury Board 
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Secretariat could carry out its responsibility for government-wide planning. We 
found, however, that the information was often inconsistent or unreliable; for 
example, the level of detail ranged from single page reports to reports of up to 95 
pages. 


3.41 We concluded that the Treasury Board Secretariat did not know the 
extent to which departments and agencies were complying with its human 
resource planning policies or whether the policies and guidelines were accomplish- 
ing what was intended. As a result, the Treasury Board Secretariat did not know 
whether departments and agencies had adequate human resource planning systems » 
in place. 


3.42 In March 1981, the Personnel Policy Branch published a policy on 
Personnel Management Monitoring, Audit and Evaluation which stated the 
Treasury Board Secretariat's intention to monitor the implementation. of_ its 
personnel policies and systems and to evaluate their effectiveness. 


3.43 The Treasury Board Secretariat should ensure that its monitoring and 
evaluation processes for human resource planning gather sufficient information on 
departmental and agency human resource planning systems to enable it to assess 
compliance with its policies and to determine the deficiencies and problems in 
departments and agencies. 


Training 
Background 


3.44 Over the last decade, the Treasury Board Secretariat has developed a 
number of policies and guidelines which have established the framework within 
which the departments and agencies have carried out their training activities. 
The most significant policies relating to general departmental training and 
development activities, issued prior to 1980, include: 


- Roles and Responsibilities for Training and Development in the 
Public Service (1977); 


- Identification of Training and Development Needs and the Evalu- 
ation of Results (1977); and 


- Conditions Governing Education, Training and Development, 
Including Subsidization (1978). 


3.45 We stated in our 1979 annual Report that management could not be 
assured that value for money was received from expenditures on training and 
development in the federal public service. We noted that training needs were not 
well defined. Training was often poorly planned, its full costs were not captured 
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and it was not adequately evaluated. We recommended that the Treasury Board 
Secretariat strengthen its policies with respect to these matters. 


3.46 In response to the concerns expressed about training in the reports of 
the Special Committee on the Review of Personnel Management and the Merit 
Principle, and of the Royal Commission on Financial Management and Account- 
ability and to the recommendations in our 1979 Report, the Treasury Board 
Secretariat issued a new training policy in June 1980. This policy defines the 
responsibilities of departments, the Public Service Commission, the Treasury 
Board Secretariat and individual employees in the training process. It addresses 
specific aspects of training such as conditions under which it will be provided, 
selection of trainees and training evaluation. 


3.47 The policy also provides for the direction and co-ordination of training 
and development activities in the public service through a new Staff Training 
Council. The Council membership includes senior officers of the Treasury Board 
Secretariat, the Public Service Commission, the Privy Council Office, the Office 
of the Comptroller General, and deputy ministers of five departments. It is 
chaired by the Secretary of the Treasury Board. The Treasury Board Secretariat 
plans to establish a number of training boards composed of departmental and 
agency representatives to serve as working arms of the Council. One board was 
established in January 1981 to deal with management training matters. 


3.48 The Treasury Board Secretariat has also published a draft Training 
Administration Guide and a Managers' Guide to Training. The Training Adminis- 
tration Guide is a statement of the administrative requirements necessary for 
effective implementation of the Staff Training Policy, and it has been distributed 
to departments for their review and comment. The Managers! Guide, designed to 
ensure consistent application of the Staff Training Policy and related administra- 
tive guidelines by all departments and agencies, has been distributed initially in 
draft form to selected departments. 


Observations and Recommendations 


3.49 Policy development. Many of the weaknesses identified in depart- 
mental training activities during our 1979 comprehensive audits still existed in 
1981. Consequently, this Office supports the steps taken by the Treasury Board 
Secretariat in issuing a new Staff Training Policy and its associated directives and 
guidelines. When fully implemented, they should contribute to significant 
improvements in the management and operation of training in the public service. 


3.50 We also noted that the Personnel Policy Branch had addressed the 
recommendations in our 1979 annual Report by setting out minimum requirements 
for training needs identification and course evaluation in the new policy, 
directives and guidelines and by establishing a new computerized system for 
obtaining departmental training cost data. 
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3.51 Our audit revealed, however, that the Treasury Board Secretariat did 
not follow a systematic approach to developing and communicating the new Staff 
Training Policy. For example, the Secretariat did not clarify the new policy's 
relationship with existing policy nor did it issue the directives and guidelines until 
several months after the policy was published. This situation initially caused 
some concern and confusion in the departments and agencies. 


3.52 The new policy states that the effectiveness of processes to identify 
training needs in departments and agencies is closely related to the effectiveness 
of their human resource planning and performance appraisal systems. Our 
comprehensive audits, however, have continually revealed that processes to 
identify training needs, human resource planning systems and the relevant aspects 
of performance appraisal systems were not functioning adequately. We noted 
that Treasury Board Secretariat is now seeking to improve human resource 
planning and its associated systems through the establishment of the task force on 
human resource planning. 


3.53 In the new Staff Training Policy, the Treasury Board Secretariat has 
delegated authority to the Public Service Commission to audit certain aspects of 
training in departments and agencies. We noted that the roles of the Treasury 
Board Secretariat and the Public Service Commission in auditing departmental 
training programs were not clear. The central agencies were, however, in the 
process of clarifying their respective responsibilities through the Staff Training 
Council. 


3.54 Policy monitoring and evaluation. The Treasury Board Secretariat has 
not formally monitored compliance with or evaluated policies on training and 
development apart from requiring annual information reports from departments 
and agencies. These reports, although extensive, were used to only a limited 
extent by the Treasury Board Secretariat. In support of the new Staff Training 
Policy, the Personnel Policy Branch identified a number of processes for monitor- 
ing and evaluating training activities. These included auditing professional 
training standards of departments and agencies and obtaining information from 
them on their annual training plans, training costs and courses. Specific 
implementation plans for these new monitoring and evaluation activities were 
being developed while this audit was in process. 


3.55 The data on department and agency training activities, related costs 
and courses are to be obtained through a new computerized training and 
development information system. This system is now being tested in six pilot 
departments. The Treasury Board Secretariat had not conducted a cost-benefit 
analysis of the proposed system as required by the Treasury Board's guidelines for 
development of electronic data processing projects. 
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3.56 Treasury Board Secretariat should conduct a full cost-benefit analysis 
of the new training and development information system upon completion of the 
pilot projects and prior to government-wide implementation. 


Human Resource Information Systems 
Background 


3.57 For many years, the central agencies and departments have recognized 
that the proliferation of computerized human resource information systems has 
led to a number of inefficiencies. These include duplicate data capture and 
processing, and reconciliation problems between the central agencies and between 
central agency and departmental systems. 


3.58 In response to these concerns, the Treasury Board Secretariat commis- 
sioned, in 1978, a study of human resource information systems in the public 
service. This study concluded that there was no overall concept for the 
development and evolution of these systems and recommended controlled develop- 
ment of such systems. 


3999 Our 1979 audit of human resource information systems in various 
departments confirmed many of the problems noted in previous studies. We 
recommended that directives and guidelines being developed by central agencies 
should foster the economic and efficient development and operation of human 
resource information systems. 


3.60 Concurrent with our 1979 audit, the Treasury Board Secretariat and 
the Public Service Commission jointly commissioned a study to propose solutions 
to resolve the long-standing problems of human resource information systems in 
the federal government. The findings of this study were contained in a report 
entitled "Personnel Data Systems in the Public Service and Recommendations for 
Their Improvement", dated May 1979. This report identified the key issues that 
have hindered the planned development of human resource information systems 
and made a series of recommendations to resolve them. 


3.61 Senior Steering Committee/Co-ordinating Office. Acting on recom- 
mendations of the 1979 study, the Treasury Board Secretariat, the Public Service 
Commission and the Personnel Applications Centre established a Senior Steering 
Committee and a Co-ordinating Office in 1979 to ensure rational and co-ordinated 
implementation of new and revised human resource information systems. Both 
committees are composed of members from the three organizations. The Senior 
Steering Committee was established to provide the impetus for action on the 
recommendations of the study. The Co-ordinating Office is responsible for co- 
ordinating the implementation of projects originated by the Senior Steering 
Committee. 
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3.62 The Treasury Board Secretariat. In support of its overall operational 
and general management needs, the Treasury Board Secretariat operates the 
Personnel Management Information Systems (PMIS) which is made up of six major 
computer-based systems for processing personnel data. These are the: 


~ Incumbent/Mobility System; 
- Official Languages Information System; 
- Attendance/Leave/Overtime and Shift-work System (ALOSS); 
- Exclusions System; 
- Entitlements and Deductions System; and 
- new Management Category Information System. 
The Secretariat operates PMIS for its own use but makes information from it 


available to departments and agencies. Departments and agencies are required to 
provide data for PMIS. 


3.63 Public Service Commission. In support of its staffing mandate defined 
in the Public Service Employment Act, the Public Service Commission operates 
three major computer-based human resource systems: 


- Data Stream and Senior Executive Information System (being 
replaced by Management Resource Information System); 


- Staffing Action System (being replaced by Appointment Infor- 
mation System); and 


~ Language Training System/Language Knowledge Examination 
System. 


The Public Service Commission also operates nine other smaller human resource 
information systems. 


Observations and Recommendations 


3.64 Central human resource information systems. The Public Service 
Commission has been replacing and upgrading its human resource information 
systems. Therefore, we did not conduct an in-depth audit of the existing systems. 
We did note, however, that documentation on these systems did not include a 
general systems description. This made it extremely difficult to gain a full 
understanding of all the elements of the system. 
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3.65 With regard to the human resource information systems of the 
Treasury Board Secretariat we observed that prior to implementing its major 
systems such as ALOSS, the Treasury Board Secretariat did not determine the 
costs, benefits and impact on departments and agencies of the proposed systems 
and their alternatives. These assessments are required by Administrative Policy 
Branch standard procedures for the control of the development of electronic data 
processing systems. 


3.66 In developing its human resource information systems, the Treasury 
Board Secretariat should adhere to Administrative Policy Branch standard proce- 
dures for control of the development of electronic data processing projects, with 
particular reference to feasibility studies and consideration of the costs and 
operational impact on departments of proposed systems. 


3.67 Documentation of the PMIS systems was satisfactory. We noted that, 
except for the Attendance/Leave/Overtime and Shift-work System (ALOSS), the 
users within the Treasury Board Secretariat were satisfied with the degree to 
which the major systems met their needs. 


3.68 A study conducted in 1978 on behalf of the Treasury Board Secretariat 
expressed significant concerns with respect to ALOSS. The study noted the user 
requirements that were not being met by the system, the high demands placed by 
the system on departmental resources and the low acceptance of the system by 
departments. The Secretariat subsequently examined the feasibility of upgrading 
ALOSS, but concluded that the cost of doing so would outweigh the benefits. This 
audit revealed that ALOSS still does not meet user requirements for overtime 
data, a significant component of the system. In light of the resource impact of 
this system on departments and the problems noted, we consider that further 
review of this system is required. During the latter stage of our audit, the 
Treasury Board Secretariat was developing plans to re-examine this matter. 


3.69 In reporting the costs of ALOSS to departments, the Treasury Board 
Secretariat included its internal operating costs only. It did not include depart- 
mental costs of inputting data or the cost to the Department of Supply and 
Services of converting source documents to computer-readable medium. A study 
conducted by the Treasury Board Secretariat indicated that these additional costs 
were far in excess of the internal operating costs. 


3.70 We noted that the Public Service Commission has no regular proce- 
dures that consolidate all its human resource information system costs. We also 
noted that the Public Service Commission does not capture costs to departments 
of supplying data to the Public Service Commission's systems. This prevents 
adequate cost-benefit assessments of these systems. 
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3.71 The Treasury Board Secretariat and the Public Service Commission 
should, to the extent feasible, ensure disclosure of the full costs of their human 
resource information systems including departmental and other operating costs. 


3.72 During the comprehensive audits of departments conducted this year, 
departments expressed the concern that the central agencies, prior to implemen- 
tation, did not fully consider the operational impact of the demands imposed by 
central human resource information systems on the departments. Departments 
were also concerned, in light of the potential duplication and costs to them of 
providing data for central agency systems, that they had inadequate participation 
in the initial development of policies and government-wide systems. We noted 
that the Treasury Board had taken steps to increase departmental participation in 
these areas. However, given the departmental concerns, the Treasury Board 
Secretariat needs to ensure better communication with departments and greater 
departmental participation in the planning, design and development of 
government-wide systems. 


3273 The Treasury Board Secretariat should ensure that adequate depart- 
mental participation is obtained in the development of government-wide human 
resource information policies and systems. 


3.74 The original mandate of the Personnel Applications Centre in the 
Department of Supply and Services was to design, maintain and operate the 
Treasury Board Secretariat's human resource systems and provide a wide range of 
services to departments and agencies. We found that the Personnel Applications 
Centre had focused its attention on upgrading the Treasury Board Secretariat's 
systems and had provided limited services to departments. In our view, if 
duplication of data capture and processing is to be reduced, the Personnel 
Applications Centre or some other organization must play a central role in co- 
ordinating systems development and operation among the Public Service Commis- 
sion, the Treasury Board Secretariat and the departments. At the time of our 
audit, the central agencies were reviewing the role of the Personnel Applications 
Centre with respect to central co-ordination. 


3.75 Human resource information systems policy. The Personnel Policy 
Branch of the Treasury Board Secretariat has primary responsibility for policy 
development with respect to human resource information systems. Until recently, 
the Branch has directed most of its efforts to developing its own systems. It has 
not played a strong management or policy role with respect to departmental 
human resource information systems. The Branch issued a Personnel Data 
Element Dictionary, the use of which became mandatory in 1978, and published a 
paper on Personnel Data Systems in 1980; it did not, however, have mechanisms in 
place to determine the degree of compliance with the requirement to use the 
dictionary. Nor had it issued any policies or guidelines specifically governing the 
development of departmental human resource information systems in the public 
service prior to this audit. On 31 August 1981, however, the Personnel Policy 
Branch published a "Policy for Personnel Data Systems in the Public Service of 
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Canada". This policy addresses our 1979 recommendations concerning the 
proliferation of human resource information systems and the duplication of data 
by requiring departments to justify their information needs to the Treasury Board 
Secretariat prior to developing or revising systems. 


3.76 Inter-agency activities. The Treasury Board Secretariat and the 
Public Service Commission have taken steps to resolve the long-standing problems 
of human resource information systems in the public service through the activities 
of the Senior Steering Committee/Co-ordinating Office established in 1979. Both 
central agencies have given strong support to these committees. The Senior 
Steering Committee/Co-ordinating Office has initiated a number of projects 
designed to resolve problems of duplication of data among the central agency 
systems. One project resulted in the elimination of the Public Service Commis- 
sion separation document which should reduce the reporting burden on depart- 
ments and eliminate the problems of reconciling data. Another project resulted in 
agreement between the Treasury Board Secretariat and the Public Service 
Commission to use a common input form for language training data. 


3.77 A number of other projects initiated by the Senior Steering 
Committee/Co-ordinating Office had achieved only limited success after the 
expenditure of considerable resources. This applies to projects designed to reduce 
duplication created by the Personnel Pay Input form (2517T), a major source of 
government-wide duplication; to the joint development of a senior management 
information system, originally planned to be a model of joint system development; 
and to the merger of the systems development capabilities of the Public Service 
Commission and the Treasury Board Secretariat. We found that the principal 
factor contributing to the limited success of joint projects was a lack of 
agreement between the Treasury Board Secretariat and the Public Service 
Commission on issues of major significance. 


3.78 In the case of the joint development of the senior management 
information system, for example, the two agencies had difficulty reconciling 
different methodological approaches to systems development and took eight 
months to agree on what the specific problems were with the existing systems and 
on the information needs of each agency. As a consequence, they did not meet 
established deadlines and proceeded to develop their own systems with plans to 
resume joint development at a later date. 


3.79 The merger project was initiated by the Senior Steering Committee to 
reduce central agency duplication by merging the computer systems development, 
implementation and operational services units of both agencies into one organi- 
zation. We noted that, after two years of intensive study, the staff within the 
Treasury Board Secretariat and the Public Service Commission still did not agree 
on fundamental questions such as whether the merger would be in fact cost- 
beneficial. Although the Treasury Board Secretariat fully supported the merger 
concept, we found that there were serious reservations within the Public Service 
Commission with respect to the merger's technical and operational feasibility. 


88 


Payroll Costs Management 


We also observed that the project was not preceded by a thorough review of the 
overall constraints and alternatives. We believe that the above matters signifi- 
cantly reduced the likelihood of the successful outcome of this project. Due to 
the above noted problems, the Senior Steering Committee recently deferred the 
merger and initiated studies on a common data pool. We believe that a 
considerable amount of non-productive effort could have been avoided had the 
central agencies adequately examined alternatives prior to commencing the 
merger project. 


3.80 The Senior Steering Committee/Co-ordinating Office was originally 
established on a temporary basis to implement the recommendations of the 1979 
report on personnel data systems in the public service. In view of the significance 
of the problems yet to be resolved, these committees need to be maintained on a 
permanent basis with continued high level support. 


3.81 The Senior Steering Committee/Co-ordinating Office should be estab- 
lished on a permanent basis until such time as the duplication between the central 
agency systems has been resolved. 


3.82 Neither the Treasury Board Secretariat nor the Senior Steering 
Committee had developed an overall plan for improving human resource infor- 
mation systems in the public service. We believe that a long-term plan, from 
which objectives and priorities can be established and action plans developed, is 
essential to achieving economy and efficiency in the development and operation 
of human resource information systems in the public service. 


3.83 The Treasury Board Secretariat should develop a long-term plan to 
resolve the problems of proliferation and duplication of human resource infor- 
mation systems in the public service. 
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MANAGEMENT OF PHOTOCOPYING 


Introduction 


4.1 Photocopiers have become an essential and ubiquitous tool in suppor- 
ting the operations of government. Departments and agencies of the federal 
government owned or rented approximately 6,250 copiers and produced some 75 
million photocopies in November 1980. On an annual basis, that amounts to about 
900 million copies. Although the costs of photocopying in a single department or 
agency may sometimes not appear significant, a conservative estimate suggests 
that, including labour, government-wide costs are likely to be in excess of $50 
million a year. 


4.2 In addition to its more direct benefits and costs, photocopying has 
other characteristics that make it an important resource which must be properly 
managed if value for money is to be obtained. In particular, photocopying has a 
Capacity to generate significant indirect costs by providing a readily accessible 
and inexpensive means for reproducing information. Although most photocopying 
undoubtedly facilitates communication, it also leads to the use of valuable time in 
handling, reading, filing or otherwise disposing of copied material. To the extent 
that copies are produced and distributed unnecessarily, these indirect costs are 
not offset by any benefits. 


4.3 The purpose of our audit of the management of photocopying within 
government was to assess whether existing policies, procedures and practices for 
the acquisition and use of equipment and services demonstrated due regard for 
economy and efficiency. 


44 We recognize that the importance of photocopying in communication 
within departments, its decentralized nature, and the easy access all employees 
have to photocopiers make the implementation of cost-effective controls diffi- 
cult. The Treasury Board has identified photocopying as one of the areas in which 
administrative restraint is to be exercised and there is an indication that 
expenditures on photocopying across government have stabilized in recent years. 
Nevertheless, we concluded as a result of our audit that further improvements in 
control and direction at both central and departmental levels are possible and 
justified. 


Extent and Costs of Photocopying 
4.5 A photocopier is generally defined as a device used to produce copies 
of documents directly from an original, as distinct from a duplicator which uses 


an intermediate master copy. Photocopying equipment in use within departments 
and agencies ranges from small desk-top models to large, sophisticated machines 
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which may, in some cases, compete with duplicators in terms of production 
volumes and costs. 


4.6 The Department of Supply and Services - Supply Administration (DSS- 
Supply) produces an annual Photocopier Data Package to assist departments and 
agencies in acquiring and managing photocopying equipment. This document 
divides photocopying requirements into two broad categories: convenience photo- 
copying for up to 40,000 copies a month, and high-speed photocopying for more 
than 40,000 copies a month. 


4.7 Most convenience copiers are operated by users on a first-come, first- 
served basis. Although intended to produce a relatively small number of copies 
per job, they provide ready access and quick turnaround to a limited number of 
localized users. High-speed copiers are usually centralized, have full-time opera- 
tors and are used for long production runs. They generally produce copies more 
cheaply than convenience copiers but do not offer the same degree of convenience 
to users. Achieving an appropriate balance between convenience and cost is one 
of the key issues in the management of photocopying. 


4.8 The past decade has seen a substantial increase in the range and capa- 
bility of equipment available. Data from the Treasury Board Secretariat show 
that, between 1972-73 and 1975-76, the annual rental costs for photocopying 
equipment in the federal government increased significantly from $7.3 million to 
approximately $24 million. Although we have not been able to estimate the 
extent to which inflation contributed to this increase, it is unlikely that it would 
have accounted for more than a minor part. Over the next three years, annual 
rental costs increased much more slowly to $26 million in 1978-79. This slower 
rate of increase probably reflected a combination of administrative restraint and 
an associated increase in cost awareness, reduced rental costs resulting from 
increased competition among suppliers and, perhaps, a degree of market satura- 
tion. 


4.9 To obtain more complete and current information on the extent and 
costs of photocopying across government, we carried out a survey of the depart- 
ments and agencies listed in Schedules A and B of the Financial Administration 
Act and the larger branches designated as departments for purposes of the Act. 
Where we were unable to get complete information from some departments and 
agencies, we made conservative estimates. 


4.10 Our estimates based on this survey show that, in November 1980, the 
government owned or rented about 6,250 photocopiers. Most of these machines 
(98 per cent) were convenience copiers. The majority of copies (75 per cent) were 
produced on convenience copiers and thus reflected relatively short runs in terms 
of numbers of originals as well as copies per original. The remaining 25 per cent 
of copies represented the large-scale production of high-speed photocopiers. A 
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significant proportion of this comprises the production of high-speed copiers 
operated by DSS-Supply in its printing plants. 


4.11 The following table lists the more significant elements of photoco- 
pying costs that we identified. Based on information from the survey and the 
assumptions shown in the table, we have estimated that the cost of photocopying 
across the government is over $50 million a year. There are other costs of photo- 
copying, such as the purchase of copy services from the private sector and the 
energy consumed by copying equipment, where we had no basis for making esti- 
mates. 


Annual Costs of Photocopying in the Federal Government (Estimated) 
Type of Cost Amount 


(Thousands of Dollars) 


Rented Copiers 
= including rental and supplies S$ 24,240 


Purchased Copiers 
- including amortization (straight-line, 
60 months), maintenance and supplies 2,300 


Full-time Operators 
- assuming payroll cost of $20,000 a year 
for each operator 3,400 


User-Operators (Convenience Copiers) 
- assuming 10 copies and 2 minutes a trip 


and salary cost of $15,000 a year 18,530 
Space 
~ assuming 5 square metres per machine 
@ $100 per square metre 30120 
Total 5 51,690 
4.12 With respect to unit costs, we found that the cost per copy of rental 


and supplies for convenience copiers used in departments and agencies (3.6 cents) 
compared favourably with similar information from some large users of conve- 
nience copiers in the private sector and a provincial government. Cost per copy 
for high-speed copiers was 1.8 cents. It should be noted that neither of these per- 
copy costs is all-inclusive, in that overheads and labour costs are not taken into 
account. Cost per copy, however, is not a fully reliable indicator of economy. A 
rental fee for a convenience copier usually consists of a flat rate per month and 
an additional charge for each copy made. In other words, the greater the volume 
of copies, the lower the per-copy cost would be; however, the total monthly rental 
cost would be higher. Our audit did not attempt to establish the extent to which 
copies being made were in fact necessary. 
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Audit Scope 


4.13 We assessed the following functions, using criteria based on those 
developed for the audit of materiel management reported in Chapter 2 of our 
1980 annual Report: 


- assignment of responsibility for the management of photo- 
copying; 


- analysis of photocopying needs and requirements, and the acqui- 
sition of equipment and services; 


- controls; and 


- information to support photocopying management. 


4.14 In assessing these functions we reviewed the policies and directives 
developed by Treasury Board with respect to photocopying, and the ways in which 
their application was monitored. We also examined the role and activities of DSS- 
Supply, which provides guidance and help to departments and agencies in 
managing the acquisition and use of copying equipment through its Office, 
Technical and Construction Products Centre. In addition, DSS-Supply provides 
copying services through the Canadian Government Printing Office's Outside 
Plants Branch. 


4.15 We examined the management of photocopying mainly in the National 
Capital Region headquarters of the following six organizations: 

Employment and Immigration; 

Environment; 

Industry, Trade and Commerce; 

National Health and Welfare; 

National Revenue - Taxation; and 

Secretary of State. 
These six organizations accounted for about 24 per cent of the copiers in use and 


ng cent of the copies produced in departments and agencies during November 


4.16 During the audit we obtained information on management practices in 
other jurisdictions as they relate to photocopying. We had discussions with a 
number of firms in the private sector that use photocopiers extensively in their 
operations, and interviewed commercial suppliers of copy services to gain an 
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understanding of service alternatives available to government departments and 
agencies. 


Summary of Audit Observations 


4.17 Assignment of responsibility. In 1976, Treasury Board identified 
photocopying as one of the areas for administrative restraint across government. 
The administrative restraint program required DSS-Supply to exercise some 
control over departmental acquisitions of photocopying equipment through a pre- 
procurement review. Because DSS-Supply has perceived that control is not 
consistent with its primary service role, it no longer carries out the pre- 
procurement review to ensure that departments are acquiring suitable equipment 
at least cost. 


4.18 With respect to high-speed copiers, DSS-Supply provides both advice 
and assistance to departments to help them acquire the most cost-effective 
equipment. In the case of convenience copiers, DSS-Supply produces and provides 
an annual Photocopier Data Package to enable users to select and requisition, 
through DSS-Supply, the least cost equipment consistent with copying require- 
ments, DSS-Supply accepts all properly authorized requisitions, but reports to 
Treasury Board when departments have chosen equipment which is not within $25 
per month of the least rental cost identified in the Data Package. These reports 
show that departments have not always chosen to rent copiers in the least cost 
range. 


4.19 Definition of needs and requirements. Departments have generally 
favoured the convenience of renting or buying their own equipment rather than 
using DSS-Supply or private sector copying services. In reviewing the processes 
for defining needs and requirements, we found that departments were frequently 
not assessing the real level of copying service needed or weighing the costs and 
benefits of alternative ways of meeting copying needs. DSS-Supply Outside Plants 
Branch had not maintained service standards in all cases and departments did not 
always have a clear perception of the level of service they could expect from DSS 
copy centres in meeting high volume copying needs. 


4.20 Acquisition. The usual method of acquisition has been to rent photo- 
copiers rather than to buy them outright. Although we recognize that it is admin- 
istratively simpler to rent, we found that departments were not systematically 
assessing the relative economic benefits of purchase and rental to help them make 
informed acquisition decisions. Using conservative assumptions, our analysis of a 
number of rentals showed that, in a large proportion of these cases, savings could 
have been achieved through purchasing the equipment. In practice, of course, any 
potential savings would have to be considered in the context of other factors 
affecting the acquisition decision, including maintenance and service considera- 
tions, and the possible impact of changing technology and market conditions. 
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4.21 Treasury Board has not required departments and agencies to assess 
the cost-effectiveness of various methods of acquiring photocopiers. However, a 
policy on the cost-effective acquisition of moveable assets in general was under 
development at the time of our audit. 


4.22 Controls. Some of the departments we audited had introduced 
procedures and practices to control waste in the use of copying equipment. In 
others, few controls were in place. In all the departments, some improvements 
were possible in such areas, for example, as the implementation of measures to 
increase employees' awareness of copying costs and to promote sound copying 
practices. 


4.23 The Photocopier Data Package focuses primarily on the acquisition of 
convenience copiers. Although a useful guide to departments and agencies faced 
with the need to choose from an extensive range of equipment and complex 
pricing plans, the document includes only a brief section on the in-service 
management of photocopying. This section of the document could be strength- 
ened to provide a basis for departments and agencies to develop practical 
photocopying management techniques suited to their specific requirements. 


4.24 Information. The departments audited had not developed adequate 
means to assess how effective they were in managing and controlling photo- 
copying resources. With some exceptions, the departments had not established 
procedures to monitor the costs of photocopying and use of photocopiers, or 
developed reports to inform management of costs and trends. The absence of 
information in departments increases the potential for proliferation of copiers and 
wasteful copying practices. 


4.25 At the time of the audit, Treasury Board policies with respect te 
materiel utilization were being expanded to include consumption control policies. 
Among other things, these will refer to the need for departments and agencies to 
monitor materiel costs and rates of use. 


Observations and Recommendations 


Assignment of Responsibility 


4.26 In its Policy Circular 1976-2, issued in January 1976, the Treasury 
Board identified a number of areas in which fiscal restraint was to be exercised 
and reductions in the level of administrative expenditure. were to be achieved. 
Photocopying equipment was specifically identified as one of those areas. DSS- 
Supply was assigned responsibility for reviewing all requisitions for the purchase 
or rental of copying equipment with a view to permitting: 
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recommendations to be made in a more formal manner to customer 
departments and agencies on the maximum economies to be obtained, 
for example from the use of a different type of machine or from the 
pooling of existing departmental equipment. 


4.27 The requirement for DSS-Supply to review all requisitions from 
departments and agencies amounted, in effect, to a control over their selection 
and acquisition of copying equipment and was seen as such. This exercise of a 
control function by DSS-Supply resulted in considerable antagonism when depart- 
ments felt they were being denied the amount or type of equipment that they 
believed they required. At the same time, DSS-Supply perceived that its service 
role was being compromised by the need to exercise control over departmental 
acquisition of equipment. 


4.28 In July 1980, DSS-Supply stopped its pre-procurement review practice 
and gave Treasury Board written notice of its decision. For high-speed copiers, 
DSS-Supply provides advice and assistance to departments on an individual case 
basis to help them acquire the most cost-effective equipment. With respect to 
convenience copiers, DSS-Supply produces an annual Photocopier Data Package 
which contains the specifications of most available convenience copiers and 
auxiliary equipment, rental price information, terms and conditions based on 
annual standing offers negotiated with equipment suppliers, and purchase prices 
for equipment, accessories and supplies. The Data Package is a valuable 
publication that is used extensively by departments and agencies faced with 
making choices from a wide array of increasingly complex equipment and pricing 
plans. 


4.29 With the exception of some remote areas of the country where all 
photocopier requirements are handled by DSS-Supply on an individual basis, the 
Data Package provides the basis upon which departments and agencies submit 
requisitions to DSS-Supply for convenience copiers. For its part, DSS-Supply 
accepts all departmental requisitions for convenience copiers that are: 


- least cost in any particular volume range; 
- within $25 rental per month of the least cost equipment; or 


- above least cost, provided that the requisition, signed by the 
appropriate authority, indicates an awareness and an acceptance 
of the additional expense to the department. 


4.30 Since November 1980, a monthly exception report, listing contract 
requisitions for convenience copiers processed by DSS-Supply that exceed the 
least cost category by more than $25 per month, has been forwarded to Treasury 
Board. Reports covering the five-month period from 1 November 1980 to 31 
March 1981, showed that the failure of departments to rent least cost (or within 
$25 per month of least cost) convenience copiers resulted in additional costs to 
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the government of about $580,000. This represented almost six per cent of the 
total value of convenience photocopier contracts processed over the same period. 
Treasury Board has accepted the responsibility for control and, at the time of our 
audit, was in the process of developing a plan of action which will require depart- 
ments to provide it with written explanations for exceeding the least cost options. 


4.31 In reviewing the assignment of responsibility in departments, we found 
that all had designated officers to carry out the various functions involved in the 
management of photocopying. However, in some departments the responsibility 
was assigned as part of materiel management responsibilities in general, and the 
specific functions involved in the management of photocopying were not clearly 
defined. In some cases, it was evident that materiel managers were not able to 
devote the time and attention that the proper management of large numbers of 
copiers, and large volumes of copying, requires. 


Definition of Needs and Requirements 


4.32 Departments and agencies are fully responsible for determining their 
needs for photocopying services and for defining their convenience copier require- 
ments within the range selected by DSS-Supply. We saw examples where thorough 
needs analyses had been done in the past with the help of DSS-Supply, but found 
that departments reviewed were generally not undertaking such assessments. In 
general, although the Photocopier Data Package sets out the steps involved in 
determining photocopying needs and requirements, the information bases neces- 
Sary to support thorough analyses of copying needs had not been established. 


4.33 Departments and agencies have several options for satisfying identi- 
fied photocopying needs. The following choices can be made singly or combined: 


- acquisition of equipment by rental or purchase; 
- purchase of services from copy centres operated by DSS-Supply; 
- purchase of copying services from the private sector; or 


- sharing of equipment with other departments or other organi- 
Zational units within a department. 


4.34 We found that, in deciding how to satisfy photocopying needs, some 
departments did not adequately review the costs and benefits of alternatives, 
including a review of such factors as convenience, copy quality and the need for 
security. For example, we found instances where individuals making decisions 
were not aware of the costs of obtaining photocopying services from DSS-Supply 
or commercial copy centres. In practice, departments and agencies satisfy most 
of their photocopying requirements by renting or purchasing their own equipment. 
In November 1980, approximately 85 per cent of all photocopying was done on 
equipment rented or owned by departments and agencies and the bulk of the 


102 


Management of Photocopying 


remainder processed by the 61 copy centres that DSS-Supply operates in the 
National Capital Region and across Canada. Where DSS copy centres are not 
readily available in the National Capital Region, the Canadian Government 
Printing Office has arranged standing offers for the provision of copying services 
by the private sector. 


4.35 Our survey of seven buildings outside the National Capital Region that 
were occupied by a number of departments and agencies indicated that there was 
very little sharing of equipment at the department and agency level. Similarly, 
we found that large organizational groups within departments also tended to act 
autonomously in acquiring and using convenience copiers. 


4.36 Departments and agencies should implement appropriate procedures to 
assess their needs for photocopying services and should evaluate alternative 
means for meeting identified needs. 


4.37 DSS copy centres are primarily concerned with helping departments 
and agencies meet high volume copying requirements. However, it was clear that 
departments had different perceptions of what constituted reasonable service 
from DSS copy centres, or had in fact experienced different levels of service. For 
example, we were told in some departments that they preferred to use their own 
equipment because the turnaround times at DSS copy centres were too long. 
Other departments expressed satisfaction with all aspects of service received 
from DSS copy centres. In this connection, we were informed that although DSS- 
Supply Outside Plants Branch had developed and applied service standards in the 
past, in some centres the standards had fallen into disuse. This has made it 
difficult for departments to know what level of service they could expect to 
receive from some DSS copy centres, and thus to analyse more objectively the 
relative costs and benefits of alternative means of satisfying their copying 
requirements. 


4.38 DSS-Supply should establish and publish service standards for their 
copy centres. 


Acquisition 


4.39 With some notable exceptions, departments reviewed had generally 
opted for rental of equipment without an objective analysis of purchase as an 
alternate means of acquisition. To illustrate the extent of use of rented 
equipment, of the estimated 6,250 photocopiers in use in departments and 
agencies in November 1980, less than 10 per cent had been purchased. 


4.40 Some departments cited cost, rapidly changing technology and expen- 
sive maintenance contracts among reasons for rejecting the purchase option. We 
found also that some managers were reluctant to consider purchasing photocopiers 


103 


Management of Photocopying 


because it is administratively easier to rent. Purchases of copiers are funded 
from the capital budget and normally require longer range planning and more 
detailed justification than do rentals, which are funded from operating budgets. It 
was further suggested that purchased photocopiers would place additional 
demands on the manager's time. For example, inventories have to be maintained 
for purchased copiers, but are rarely maintained for rented copiers. 


4.41 We reviewed 65 rentals, and in a large number of these cases, using 
conservative assumptions with respect to such factors as interest rates, economic 
life of the equipment and accrued rental credits, our analysis suggested that it 
would have been more economical to purchase. Our purpose here is not to 
promote either purchase or rental as the most appropriate means of acquiring 
photocopiers, but rather to emphasize the need to make cost comparisons before 
determining the method of acquisition. There are clearly administrative and 
other constraints that departments have to take into account in arriving at their 
decisions, including the fact that staff time is required to do analyses of purchase 
versus rental. However, an awareness of the full cost implications of decisions 
should be a major factor in the assessment of options. 


4.42 In this context, we were informed by Treasury Board that a policy is 
being developed to support more cost-effective acquisition of all. moveable assets, 
including photocopying equipment, through improvements to procedures for analy- 
sing lease versus purchase alternatives. The expanded policies will provide 
guidance to user-managers on methodologies that could be used in making such 
assessments. 


Controls 
4.43 Most convenience copiers in departments and agencies are operated by 
users on an honour system. Although this is likely to be the most convenient and 
cost-effective approach in most cases, it makes a certain amount of misuse, abuse 
and waste inevitable. The following are the more common forms that these take: 
- producing unnecessary copies because they might possibly be 
required, or as an alternative to circulating one copy where that 


would suffice for communication purposes; 


~ using Convenience copiers when high speed copiers or duplicators 
would be more economical or vice versa; 


~ copying material for personal use; 
- recopying to produce better print quality than is necessary; and 


- wasting copies as a result of operator errors or lack of attention. 
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4.44 Once the acquisition of a copier has been justified and it has been 
acquired and put in operation, there is a tendency for its use to exceed predicted 
requirements. For example, a copier causing queuing problems because of its 
slowness may be upgraded. Ass users realize that more copies can be run on the 
new machine in the same length of time, copy volume increases. There can be a 
number of reasons for this, including displacing alternatives such as making 
carbon copies of typed material or using circulation lists to distribute informa- 
tion. In addition, there may be a shift in machine use with a new machine being 
used in preference to older, slower copiers or to sending material to copy centres. 
As the demand on the new machine increases, the manager may start the cycle 
again by further upgrading. 


4.45 We did not try to estimate the extent of copier misuse during the 
course of our audit. We were concerned, however, with whether procedures and 
practices existed in departments and agencies for managing copying costs and 
exercising a reasonable degree of control over waste. 


4.46 User awareness. Ultimately, copying costs must be controlled by the 
user. This means that the user's awareness and attitude are major factors in 
control. Information that would help the user to make proper decisions includes: 


- the cost per copy of using convenience copiers and high-speed 
equipment, or alternatively, the monthly costs of operation; 


- the ranges for numbers of originals and copies per original 
beyond which high-speed, rather than convenience, copiers 
should be used; and 


~ the location of the nearest high-speed copier (either in-house or 
at other copy centres) and procedures for processing work there. 


4.47 In many departments, signs were posted near photocopiers indicating 
rules for copier use and the location of alternatives. However, we found no infor- 
mation posted on the cost per copy or total operating costs. Similarly, there was 
little evidence of efforts to increase the cost consciousness of employees through 
awareness Campaigns or the issue of notices outlining the costs of photocopying 
and sound user practices to help control costs. 


4.48 Key operators. In its Photocopier Data Package, DSS-Supply recom- 
mends designating a "key operator" for each machine. This practice is also 
supported by equipment suppliers, most of whom provide free training courses for 
them. Responsibilities of key operators normally include ensuring that supplies 
are on hand and equipment is operating properly, correcting minor operating 
problems, and acting as a liaison between the department and equipment suppliers 
for maintenance and repairs. DSS-Supply maintains a "Service Hotline" that key 
operators can call if suppliers are not providing the required level of service. In 
addition, key operators may keep a record of production volumes and forward 
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performance data to equipment managers. Posting the name, telephone number 
and work station of key operators at copier locations means that they can be 
easily contacted by users should operational problems arise. 


4.49 A key operator system was in place in all departments reviewed, 
although we noted some instances where operators had not been named or had not 
been trained. A number of departments had formally assigned key operator 
responsibilities through a department-wide directive. 


4.50 In the majority of departments reviewed, the names of key operators 
were not posted at convenience copier sites, and few instructions had been posted 
on what steps were to be taken in the event of machine failure. In these circum- 
stances, users are left to diagnose any equipment problems they may encounter. 
A frequent reaction is to take no action at all except to seek an alternative copier 
for processing the work. Some users resort to trial and error, which can actually 
result in further damage to the machine. The point is that something better can 
be done than the sign we found posted on one machine suggesting "If machine 
won't start hit it here!" 


4.51 Control over access. In the departments reviewed, control over access 
to copiers was generally adequate. We found that consideration had usually been 
given to locating convenience copiers away from entrance ways as a means of 
controlling unauthorized access, and locks had been installed in a number of cases 
to prevent after-hours use of the machines. In some departments, control devices 
such as access cards were being used. 


4.52 Verification of invoices. Where equipment is rented, monthly invoices 
are submitted by suppliers, based, among other things, on the copy volume for the 
month invoiced. These volumes are usually based on meter readings, either 
reported by departmental staff or recorded by suppliers' representatives. 
However, we found instances where the meters were not read over long periods of 
time and invoices were based on estimated volumes. 


4.53 In processing an invoice for payment, certification must be made 
under Section 27 of the Financial Administration Act, attesting that services and 
supplies have been satisfactorily provided. In the case of invoices for photocopier 
rentals, where part of the amount billed is based on copy volume, a means must 
exist for verifying that copy volumes billed are correct. Our review indicated 
many instances where copy volume information was not available or not used for 
verification of invoices. 


4.54 Management of address and distribution lists. As one indication of 
control over copy volume, we reviewed procedures adopted by certain depart- 
mental units to keep distribution lists up to date. These were the units 
responsible for distributing press clippings, information bulletins, news releases 
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and so on. We found that the units generally had adopted, or were planning to 
adopt, systematic means for maintaining the currency of distribution lists. 


4.55 Guidelines. We found that the degree of attention given to managing 
photocopying and controlling copying costs varied widely among departments and 
even among organizational units within departments. Some departments had 
developed documented procedures for the management of copiers, but in others 
we found a piecemeal approach had been taken. 


4.56 The DSS-Supply Data Package focuses mainly on the acquisition of 
convenience copying equipment and is, in effect, a price catalogue. There is only 
a very brief section dealing with in-service management of convenience copiers, 
which, if expanded, would provide a useful basis for departments to develop 
procedures and practices suited to their specific requirements. For example, 
information on the management of high-speed copiers is not included, and some 
managers still tend to depend solely on suppliers to help them determine 
equipment capacities, best location, whether operators are needed or not, and so 
on. 


4.57 Departments and agencies should develop and implement appropriate, 
realistic procedures and practices for the economic and efficient use of copying 
equipment and services. 


Information 


4.58 The government's administrative restraint program has focused on 
photocopiers, among other types of equipment. Treasury Board had not, however, 
obtained the information required to monitor its restraint policy in relation to 
photocopying. As in other policy areas, Treasury Board will be relying on internal 
audits by departments to monitor adherence to its policies on the management of 
office equipment and supplies. In this context, the Treasury Board Secretariat has 
developed audit questions on all aspects of its materiel management policies for 
possible inclusion in departmental audit programs. In addition, the Office of the 
Comptroller General of Canada has acted as a catalyst to the establishment of an 
interdepartmental committee which is updating an audit handbook that will 
expand on these questions. 


4.59 Economic and efficient materiel management in departments and 
agencies depends, in large measure, on the availability of timely, relevant and 
reliable information. In the case of photocopying, it could reasonably be expected 
that managers, in order to achieve due regard for economy and efficiency, would 
need at least the following information on a regular basis: 


~ number and location of machines owned or rented (including 
models, contract numbers, terms, rates and expiry dates); 
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- production volumes; 
- costs of operation; and 
- volume and costs of purchased copying services. 


The Treasury Board's Management Improvement Circular 4-68 specifically 
requires departments to maintain logs for use in performance analysis. Chapter 
235 of the Administrative Policy Manual suggests that departments may also wish 
to consider maintaining data on "annual expenditures for purchases, the degree of 
shared equipment and the cost of rental equipment." 


4.60 Within the departments reviewed, we found that information necessary 
for making well founded decisions on alternative ways of acquiring copying equip- 
ment or services and for controlling the use of equipment did not always exist. In 
most cases there were no systems that allowed equipment utilization, copy 
volumes and costs to be consistently monitored even where such information was 
readily available from suppliers' invoices. In a number of departments informa- 
tion on equipment inventories and performance was incomplete. Even where 
systems were in place and some information was available, regular analysis of 
such performance indicators as equipment utilization, cost per copy or number of 
copies was not being carried out. 


4.61 We believe that the lack of adequate information and the failure to 
use available information for monitoring performance reflects a widely held view 
that photocopying is a mundane matter and a trivial expense which does not 
warrant consistent management attention. However, the costs of photocopying 
are not trivial and inadequate monitoring and control increases the potential for 
waste. 


4.62 Departments and agencies should gather and use information at the 
appropriate management levels to support the economic acquisition and efficient 
use of photocopying equipment and services. This should include inventories of 
owned and rented photocopiers, as well as information on copy volumes and costs. 


4.63 At the time of our audit, Treasury Board was in the process of 
strengthening materiel utilization policies to include consumption control. These 
control procedures will be designed to allow departments and agencies to detect 
possible waste and under-utilization and to take necessary corrective action. 
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5 
GOVERNMENT INITIATIVE FOR IMPROVED MANAGEMENT PRACTICES 


Introduction 


5.1 This chapter is our second report on the monitoring of the Office of 
the Comptroller General's Improvement in Management Practices and Controls 
(IMPAC) intitiative in government departments and agencies. The monitoring of 
the IMPAC process and its progress is carried out in accordance with the request 
of the Public Accounts Committee. 


5.2 IMPAC was designed to identify the current state of management 
practices in departments and agencies, to support the development of individual 
departmental Action Plans for improvement of existing practices, and to follow 
through with the implementation of these plans. This is a large undertaking, 
initially involving 30 departments and agencies that account for about 85 per cent 
of government expenditures (excluding Public Debt) and about 300,000 person- 
years. 


5.3 This chapter covers our monitoring of 18 IMPAC Action Plans 
approved as of 31 March 1981. We defined our IMPAC review process in 
Chapter 4 of our 1980 Report; our work is designed to provide the House of 
Commons with an independent, on-going review of the progress of IMPAC. 


5.4 Since our 1980 Report, the Office of the Comptroller General (OCG) 
has been formulating and issuing internal policy guidelines regarding the IMPAC 
process. The policy guidelines formalize the approach to IMPAC described in our 
1980 Report and are summarized below. There are three broad stages in the 
process. 


5.5 Stage I involves the preparation of an IMPAC Survey Report by the 
OCG that outlines the state of the management practices at the time of the 
survey and identifies the improvements required to meet a standard of manage- 
ment practice agreed to by the Comptroller General and the deputy head. The 
objective is to bring about benefits in the organization that outweigh the cost of 
the improvement effort. Improvements required are determined in the areas of 
Planning, Organizing and Implementing, Controlling, Financial Administration, 
Internal Audit, Program Evaluation, and other areas which may be added to 
reflect better the needs of the organization surveyed. 


5.6 Stage II involves the development of an Action Plan by the department 
that spells out how the surveyed organization will implement agreed improve- 
ments. The Comptroller General and the appropriate deputy head jointly endorse 
the Action Plan. Agreement between the department and the OCG on the Action 
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Plan is indicated by formal communications between the Comptroller General and 
the deputy head. The communications will also state, when appropriate, the 
implementation resource assistance to be provided to the department. 


5.7 Stage III involves the implementation of the Action Plan by the 
department and monitoring by the OCG. 


5.8 The Management Practices Branch of the Office of the Comptroller 
General has prime responsibility for overall direction and monitoring of IMPAC. 
Assistance is provided by two other branches: the Policy Development Branch, 
responsible for Internal Audit, and the Program Evaluation Branch. 


Scope of Review 


5.9 Our monitoring of the IMPAC process in 1981 covered the following 
matters: 


- Office of the Comptroller General - IMPAC role: a review of 
the processes as defined and utilized by the Office of the Comp- 
troller General to implement and monitor IMPAC. 


~ Previous Audit Observations: a review of the IMPAC response to 
previous audit observations and recommendations of this Office 
for all 18 Approved Action Plans. 


- IMPAC Process for Operational Improvements: a full review 
covering approach to achieve change, contents of Action Plans, 
and the implementation process for the organizations subject to 
comprehensive audit in 1981 that had approved Action Plans 
(Royal Canadian Mounted Police, Post Office, Correctional 
Service of Canada, Consumer and Corporate Affairs Canada). 
Revenue Canada, Customs and Excise was also reviewed. 


- Follow-up on other matters in our 1980 Report: a review of 
departmental and Office of the Comptroller General responses 
to our observations regarding IMPAC in the 1980 Report. 


Summary of Observations 


5.10 Exhibit 5.1 outlines the progress of the 30 government entities partici- 
pating in IMPAC. Progress has been made by the Office of the Comptroller 
General in expanding IMPAC. Of the 30 organizations, 18 had Approved Action 
Plans as of 31 March 1981, compared with the 6 organizations reported in our 
1980 Report. Six had draft Action Plans in the process of approval, five had draft 
Action Plans under development and one was in the Survey Stage. 
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Exhibit 5.1 
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5.11 From our review of the IMPAC process, we ascertained that no 
provision has been made by the OCG for the formal evaluation and documentation 
of the achievement of IMPAC objectives. We believe that it is essential that 
evaluation procedures be in place to determine whether the agreed Action Plans 
have corrected deficiencies or achieved the agreed objectives. 


5.12 We reported in 1980 that the implementation of IMPAC within 
departments and agencies had been slower than planned; this is still true. At the 
time of our review, delays in meeting planned milestones had occurred in 
approximately 20 per cent of the IMPAC tasks within the Action Plans, even 
though many of the Plans had been revised. The scope and complexity of IMPAC, 
combined with changing departmental organizational structures or the difficulty 
in obtaining adequate departmental staff resources to implement IMPAC have 
been among the contributing factors. The Action Plan projects experiencing 
delays were mainly in the areas of Planning, Management Information Systems 
and Program Evaluation. 


5.13 The Comptroller General, when approving the IMPAC and Implemen- 
tation Assistance Programs for departments and agencies, requested that organi- 
zations monitor resource utilization and significant benefits achieved as a result 
of IMPAC. In our 1980 Report, we also reported on the need for OCG guidelines 
for standard reporting of Action Plan costs and benefits. Our review in 1981 
generally did not find evidence of potential benefits being identified either at the 
Action Plan approval stage or subsequently during the Plan's implementation. 
Guidelines had been drafted at the time of our review for the recording of costs 
and benefits, but were not yet in use. 


5.14 Although the project management and monitoring procedures carried 
out by the IMPAC liaison officers and staff of the OCG generally followed their 
stated practices, we found that improvements could still be made. In particular, 
attention should be given to improving the reporting of Action Plan progress. 
Within departments, attention should be directed to improving the standards of 
project management and status reporting, which varies in approach and quality 
from department to department. 


5.15 Our review of the 18 approved Action Plans indicated that they 
addressed previous audit observations made by our Office. The full review this 
year of five departments found that the Action Plans approved had given adequate 
attention to plan content and management. 


5.16 Since our last report, IMPAC coverage of government organizations, 
as evidenced by approved Action Plans, has increased from 7 to 18. Given the 
complexity and the long time periods involved in the IMPAC programs, the major 
challenge for the Office of the Comptroller General will be to maintain the 
momentum of departmental commitment to the IMPAC process. 
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Office of the Comptroller General - IMPAC Role 


5-17 Scope of review. To achieve improvements in management practices 
and control in an economic and efficient manner, sound project management is 
required. Government departments and agencies are responsible for implementing 
their approved Action Plans and the Office of the Comptroller General is 
responsible for monitoring the implementation. We undertook an examination of 
the IMPAC process in the Office of the Comptroller General, involving interviews 
with staff and a review of the IMPAC project management practices and 
documents. 


5.18 Observations. Subsequent to our comments in our 1980 Report on the 
informality of project management processes and the need for their further devel- 
opment, monitoring processes have been documented by the Office of the 
Comptroller General. 


5.19 A key process in the Comptroller General's IMPAC follow-up proce- 
dure is the "IMPAC Anniversary Meeting" held with entities with approved Action 
Plans. It was planned that, on or about the annual anniversary of the Action Plan 
approval date, a meeting would be held with departments to review progress and 
future plans, to encourage the staffs of departments in their commitment to 
IMPAC, to cause departments to examine and comment on progress and to 
demonstrate the commitment of the Comptroller General to helping the depart- 
ment and its IMPAC program. Of the seven departments with Action Plans 
approved prior to April 1980, two meetings have been delayed with no future date 
set. The remaining five have had their meetings, but after delays ranging from 
two to seven months from the anniversary date. Various explanations were given 
for such delays, including lack of Comptroller General staff resources, difficulties 
in arranging meetings, absence of appropriate Office of the Comptroller General 
and/or departmental senior management staff, and revision of Action Plans. 
Delays in holding Anniversary Meetings could be detrimental to the purpose of 
this monitoring process and could adversely affect the department's commitment 
to and momentum of the Action Plans. 


5.20 The Office of the Comptroller General has been allocated resources to 
supplement departmental IMPAC efforts. To date, $14 million has been allocated 
to 11 departments in amounts ranging from $0.4 to $3.5 million. We found 
reasonable control procedures in place for the Implementation Assistance 
Program (IAP). A condition of IAP is that departments report annually "with a 
detailed assessment of past and projected resource utilization and benefits 
derived therefrom." 


5.21 At the time of our review, there were no standard requirements for 
such reporting or for the methodology to be used to define costs or benefits. The 
lack of such guidelines for the use of IMPAC participants has resulted in the 
reported estimated costs of IMPAC being calculated in an inconsistent manner. 
For example, some departments have only included the salary costs of additional 


117 


Government Initiative for Improved Management Practices 


staff required for IMPAC, while others have included the salaries of all staff 
involved in IMPAC, whether existing or additional. It was also noted that the 
inclusion of administrative overhead costs was not applied in a consistent manner. 
Guidelines are currently being prepared, are in draft form and expected to be 
finalized by the end of 1981. 


5.22 OCG liaison officers, through contacts with departments and in accor- 
dance with the agreed monitoring milestones, maintain status reports. Our review 
of this monitoring process indicated that, although the framework for an adequate 
system existed, its execution needed to be improved. At the time of our review, 
status reports were inadequate to provide explanations of project delays, audit- 
able trails of IMPAC progress, records of decisions affecting Action Plans, and 
evidence of follow-up actions resulting from previous status reports. It was also 
noted that the OCG had not provided departments with guidelines for reporting 
progress. 


D232 The majority of IMPAC programs are in their early stages of devel- 
opment or implementation. We stated in our 1980 Report that it was important 
that the IMPAC process include appropriate procedures to determine whether 
matters agreed as being deficient or requiring improvement had been dealt with 
or improved as planned. From this year's review of the IMPAC process, we ascer- 
tained that only limited provision had been made by departments for a formal 
evaluation of the achievement of IMPAC objectives and benefits from completed 
IMPAC projects. This is important as a means of demonstrating that the IMPAC 
program is contributing to departmental objectives. 


IMPAC Response to Previous Audit Observations 


5.24 Scope of review. We examined the 18 approved Action Plans to deter- 
mine whether the plans responded to our previous audit observations and recom- 
mendations. For each of the IMPAC entities, we compiled our observations and 
recommendations made for the period 1975 to 1981 or from the most recent 
comprehensive audit. Observations and recommendations that, in our view, were 
not addressed were then identified and compared to the projects contained in the 
Action Plans. 


5.25 Observations. We ascertained that most of our outstanding obser- 
vations and recommendations were either covered by the Action Plans or by 
improvement projects initiated by the entity, outside IMPAC. It must be stated 
at this point in time that coverage by IMPAC does not, in itself, assure that the 
problem identified will be corrected. 
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IMPAC Process for Operational Improvements 
Framework for Change 


5.26 Scope of review. A major factor in achieving change and operational 
improvement is management's commitment to IMPAC. To determine whether a 
formal commitment had been made to IMPAC and was supported by an organiza- 
tional structure for implementation, we examined the structures and processes 
established within each department. Our review started with interviews with the 
OCG liaison officers and IMPAC representatives of the five departments in which 
we conducted a full review. Our reviews covered resource commitment to 
IMPAC; management communication of departmental involvement in IMPAC; 
examination of IMPAC management committee minutes; and the organizational 
structure formally established to implement and monitor IMPAC. 


D221) Observations. The magnitude and complexity of the program being 
undertaken should not be underestimated. The implementation programs of the 18 
entities with approved Action Plans involve some 430 major projects comprising 


some 2,400 tasks at an estimated cost, as reported in the approved Action Plans, _ 


of some $110 million. The estimated time required to complete IMPAC for these 
18 organizations involves a period from late 1978 to 1985. 


5.28 As the entities have proceeded further into the IMPAC process, it has 
become apparent that many of the original surveys and Action Plans require 
revision. Such revisions have involved redefining the Action Plan because of the 
unforeseen complexity of the program, and rescheduling of project milestone 
dates because of improved knowledge of project time requirements or delays due 
to the difficulty of obtaining appropriate staffing. Of the six departments whose 
Action Plans were reviewed in the IMPAC chapter of our 1980 Report, four have 
made or were making major revisions to their plans. 


5.29 With programs that are of a long-term nature, there are many factors 
that may affect their progress. These may include: 


- central agency administrative policies, such as The Policy and 
Expenditure Management System (PEMS), that may require in- 
corporation into the IMPAC Action Plans; 


- organizational changes within a department that may affect the 
planned progress of IMPAC; 


- program staff changes within the Office of the Comptroller 
General and entity organizations that may affect the level of 
expertise available for the implementation and orderly continu- 
ity of the IMPAC program; and 


- availability of appropriate staff in departments to implement 
IMPAC projects. 
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Such factors were causing difficulties in maintaining the momentum of some 
IMPAC programs. For IMPAC to be successful, a continuing commitment by 
department management to the IMPAC process is essential. Our review has 
identified IMPAC programs where management and organizational changes have 
contributed to a prolonged implementation period and hence possible delays in the 
realization of management improvements. 


5.30 With the constant pressures on government organizations to do the 
same or more for less, management is being challenged to decide where to apply 
resources. Thus, a major task facing managers is to rank program expenditures in 
order of priority, taking into account both tangible and intangible benefits. There 
was only limited evidence that the expected benefits of the IMPAC program had 
been documented either prior to approval of the IMPAC Action Plan or as 
implemented. The articulation of benefits from IMPAC should aid in maintaining 
a long-term commitment to the IMPAC program, particularly when management 
is faced with competing demands for resources. 


Contents of IMPAC Action Plans 


5.31 In our review of the contents of the IMPAC plans for the five depart- 
ments (RCMP, Post Office, Correctional Service of Canada, Consumer and 
Corporate Affairs and Customs and Excise) subject to full review, we considered 
the following aspects of the plans. 


5.32 IMPAC attention to underlying causes. IMPAC projects, which, in 
many cases, have a very broad scope, were reasonably addressing the underlying 
causes of problems. In some cases, departments decided during the implemen- 
tation of agreed Action Plans that the original IMPAC plan projects could be 
improved. In such cases, the Action Plan or the particular project within the 
Action Plan has been revised. 


5.33 Priorities in the IMPAC plan. Generally, we found that setting 
priorities for IMPAC projects was an informal process that took into account such 
matters as the inter-relationship of projects and the availability of resources. In 
some cases, the results of the project planning were displayed on critical path 
charts to aid in planning and testing the viability of the scheduling of IMPAC 
projects. However, identifying individual IMPAC project costs and benefits, 
whenever practical, will aid management in setting priorities and making deci- 
sions. Although the results of priority setting appeared to be reasonable, there 
were no guidelines or formal processes for establishing such priorities. Guidelines 
would normally be expected as a part of good project management practices. 


5.34 Timing of IMPAC tasks. The timing estimates for projects have been 
determined by departments in a subjective manner based largely on experience. 
Timing considerations will require further work; IMPAC Action Plans are 2 to 21 
months behind schedule. Project timing estimates that are overly optimistic and 
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out of line with actual requirements also raise doubt about the quality of the 
IMPAC planning and final completion dates of the Action Plans, thus creating a 
question of confidence in the Action Plans. 


IMPAC Implementation Process 


5.35 Our review of the implementation process in the five departments 
subject to full review covered three aspects of the process. 


5.36 Interim requirements. In a program such as IMPAC, with project 
times spread over periods from 1978 to 1985, opportunities may arise to 
implement interim improvements before achievement of the full planned result. 
From our interviews we concluded that consideration had been given to implemen- 
tation of interim improvements in preparing Action Plans. 


5.37 Progress against milestones. We have been concerned about the 
ability of Action Plans to meet their indicated milestones. The plans under 
review were recently approved, but already there have been delays in meeting 
milestones. 


5.38 The major areas of progress slippage were the Planning, Management 
Information Systems, and Program Evaluation components of the Action Plans. 
Departmental representatives told us that the reasons for slippage were: 


- unanticipated delays in starting up the Action Plan programs due 
to staffing requirements and/or organizational changes; 


- the complexity of the processes under review, requiring amend- 
ments to plans as the problems were further examined; and 


- other demands on senior managers' time, competing with their 
need to participate in the IMPAC decision-making process. 


5.39 For example, our review of the Consumer and Corporate Affairs 
Action Plan indicated that progress had slowed because recent departmental 
organizational changes caused delays in key decisions affecting the Action Plan. 
Similarly, the RCMP Action Plan was revised and broadened, resulting in a revised 
plan completion target date 15 months later than originally anticipated. At 
Customs and Excise, some planned project milestone dates have been revised by 
one to two months, but management expressed confidence that the revisions 
would not affect the total IMPAC program completion dates. 


5.40 Having established across five departments that delays in progress 
were general, we extended our review of progress to all 18 departments. We 
found that, as of 31 May 1981, about 20 per cent of the tasks were behind 
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schedule, excluding one department that was involved in a major revision of its 
Action Plan, and therefore had not established revised tasks and milestone dates. 
These delays occurred subsequent to six departments revising their Action Plans 
during the year. The need for these revisions throws doubt on the possibility of 
completing the IMPAC plans as originally scheduled. We have not attempted to 
assess the implications of such delays on resource requirements and final 
completion dates of the Action Plans. 


5-41 Project management of IMPAC. Although we found that the project 
management processes and status reporting methods for IMPAC as practiced by 
the departments varied, the IMPAC plans were formal documents with stated 
project objectives, responsibilities were indicated and acknowledged, resource 
requirements were costed and scheduled and progress milestones and completion 
dates were documented. Such processes have helped the Office of the Comptrol- 
ler General and departments to identify areas in the implementation of IMPAC 
requiring attention and/or corrective action. 


5.42 In regard to project management, the following. matters require 
further attention: 


- monitoring costs and benefits, as requested by the Office of the 
Comptroller General; 


~ providing for the review of completed projects to evaluate 
whether they have met the original objectives as stated in the 
IMPAC program; and 


- establishment of IMPAC project management and status report- 
ing guidelines by the Office of the Comptroller General for use 
by departments. 


Follow-up on Other Matters in our 1980 IMPAC Report 


5.43 In our 1980 Report, we commented that the Office of the Comptroller 
General had "not extended IMPAC to many boards, commissions, agencies and 
Crown corporations that also use public funds." 


5.44 An Office of the Comptroller General policy statement effective 
1 December 1980 indicated that further government entities would be covered by 
IMPAC. This would result in a coverage of entities representing approximately 
29 per cent of person-years and 97 per cent of planned government expenditures 
(excluding public debt) based on 1980-81 Estimates. In October 1980, the OCG 
began an IMPAC survey of such an entity, the Treasury Board Secretariat. 
Depending on the availability of OCG resources, these additional entities would 
include such organizations as the National Research Council, Department of 
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Communications, National Energy Board, Canadian Radio-television and Tele- 
communications Commission, the Agricultural Stabilization Board and the 
Northern Pipeline Agency. 


5.45 Our 1980 Report noted that the Canada Employment and Immigration 
Commission was preparing a workplan for improvements to the Unemployment 
Insurance benefits system in regard to overpayments and underpayments. This 
workplan was to be prepared for inclusion in the Commission's preliminary 
approved IMPAC Action Plan. During the current year, considerable effort has 
been devoted to completing the workplan for improving the benefit and over- 
payment system. A draft of the workplan was submitted to the OCG and received 
agreement in principle on the objectives, planned approach and specific steps 
required to improve the control over the benefit payments. The Commission 
requested of the Treasury Board additional resources to implement this program. 
Approval for some resources was received during 1981. At September 1981, the 
Commission was in the process of revising the workplan in line with resources 
available for allocation to these initiatives. 


5.46 We also stated in 1980 that payroll costs management issues, which 
are an integral part of management practices and controls, were not incorporated 
into IMPAC. These issues include human resource planning, training, and human 
resource information systems. In our opinion, this is a significant weakness in the 
IMPAC program, and it has not been addressed since our 1980 Report. 


5.47 In 1980, when we reviewed the Action Plans of six departments, we 
observed that the Energy Sector activities of the Energy, Mines and Resources 
Action Plan were not on schedule. Our follow-up review in 1981 indicated that 
this was still a matter for concern. We also noted that the IMPAC program for 
the Department had been revised but had not been approved. 
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CANADIAN RADIO-TELEVISION AND TELECOMMUNICATIONS COMMISSION 


The Commission 
Role 


6.1 The Canadian Radio-television and Telecommunications Commission 
(CRTC) was established in 1976 as the successor to the Canadian Radio-Television 
Commission that had been set up in 1968. The Canadian Radio-television and 
Telecommunications Act (S.C. 1974-75-76, c. 49) assigns regulatory responsibility 
to the CRTC for all federally regulated telecommunications carriers and broad- 
casting undertakings in Canada. The responsibilities of the CRTC are set forth 
mainly in the Broadcasting Act, the National Transportation Act, and the Railway 
Act. 


6.2 In the field of broadcasting, the CRTC's main objective, as stated in 
the 1980-81 Estimates, is to develop and implement the national broadcasting 
policy. This objective has five sub-objectives: 


- to ensure that the Canadian broadcasting system is effectively 
owned and controlled by Canadians so as to safeguard, enrich and 
strengthen the cultural, political, social and economic fabric of 
Canada; 


- to ensure the development of high standards of varied and 
comprehensive programming with the maximum use of Canadian 
artistic, cultural and technical resources consistent with these 
standards; 


- to ensure that reasonable and balanced opportunity is provided 
for the expression of differing views on matters of public 
concern; 


- to provide for the extension of the broadcasting services to all 
parts of Canada in the two official languages; and 


- to be responsive and adaptive to scientific and technical ad- 
.vances in the field of broadcasting and associated phenomena. 
6.3 In the area of telecommunications, the following objectives arise from 
the Railway Act and are stated in CRTC's 1979-80 annual report: 
- to ensure that all tolls (including any rates or charges to be 


charged to the public or to any person for telecommunications 
services) are just and reasonable; and 
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- to ensure that the carriers under its jurisdiction do not discrimi- 
nate unjustly in respect of their rates, services or facilities. 


Resources 
6.4 In 1980-81, the CRTC was granted $17.7 million to carry out its 
program. This amount was allocated as follows: 
Budget 
(thousands of dollars) Person-years 
Broadcasting SWS AS 51% 214 50% 
Telecommunications 1,785 10 bys 12 
Administration (eval ee) 165 _38 
Sub-total 17,684 100% 431 100% 


Add 


Accommodation and other 
services provided without 
charge by other departments 1,838 


Total cost of program LAgoe2 
Less 
Receipts from broadcasting 
and cable TV licence fees 15,500 
Net cost of program S14 022 
Organization 
6.5 The CRTC is organized in terms of its activities, as indicated in 


Exhibit 6.1, and is headed by the Commission and its Executive Committee, as 
specified in the Canadian Radio-television and Telecommunications Commission 
Act. The Commission is composed of a maximum of 19 members, 9 full-time and 
10 part-time. Appointed by the Governor in Council for maximum seven-year 
terms, the Executive Committee members are the Chairman, two Vice-Chairmen 
and six full-time Commissioners. The 10 part-time members are drawn from all 
regions of Canada and are appointed for terms of up to 5 years. It is only after 
consultation with the part-time members that the CRTC may, through its 
Executive Committee, issue, renew, amend or revoke the licences of radio, 
television and cable television companies. 


6.6 The Chairman is the chief executive officer of the Commission, 


presiding at meetings of the Commission and providing general direction of the 
Commission's work. 
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Exhibit 6.1 


CANADIAN RADIO-TELEVISION AND TELECOMMUNICATIONS COMMISSION 
SUMMARY ORGANIZATION CHART - 31 MARCH 1981 


Executive Committee 


Chairman 
Secretariat 


Executive Executive Executive 
Director Director Director 
Broadcasting Corporate Telecommunications 
Management 


Planning Corporate and Telecommunications 
and Research Strategic (Operations) 
Development Planning 
Broadcast Finance and 
Programs Personnel Management Applications 
Services 


Administrative 
Licensing Branch and Special 
Operations Secretariat Services 


Financial and 
Economic Analysis 


Regional Audit and 
Offices (4) Evaluation 


Information 
Management 
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6.7 Corporate Management. The Executive Director, Corporate Manage- 
ment, reports to the Chairman and is responsible for all corporate and strategic 
planning. He is Chairman of the Senior Management Committee, composed of the 
three Executive Directors, the Secretary General and the General Counsel. In 
this capacity, he recommends on policy development and on alternative ways to 
achieve the CRTC's goals and objectives. Reporting to him are eight directorates 
and the regional offices. 


6.8 Broadcasting. The Executive Director, Broadcasting, reports directly 
to the Chairman and is a member of the Senior Management Committee. She 
advises the Commission on the development of Commission broadcasting policies 
and regulations, objectives, priorities, programs and goals, as well as on opera- 
tional broadcasting matters. She is also responsible for translating these into 
action to meet the requirements of the Commission. Reporting to her are three 
divisions within the Directorate: Broadcast Programs, Broadcast Planning and 
Development, and Licencing Operations. 


6.9 Telecommunications. The Executive Director, Telecommunications, 
reports directly to the Chairman and is a member of the Senior Management 
Committee. He assists the Commission in discharging its responsibilities for the 
effective regulation of the telecommunications companies under federal jurisdic- 
tion, in accordance with the provisions of various statutes, including the CRTC 
Act, the Railway Act and the National Transportation Act. 


6.10 Secretary General. The Secretary General to the Commission is 
responsible to the Chairman for planning the proceedings of the Executive 
Committee and Commission meetings, for registration, scheduling and control of 
broadcasting and telecommunications applications, and for planning and 
scheduling the Commission's public hearings. He is also responsible for adminis- 
tering, controlling and co-ordinating the preparation of all broadcasting notices 
and decisions, and for the co-ordination and the promulgation of Commission 
policies, regulations and telecommunications orders and decisions. 


6.11 General Counsel. The Genera! Counsel is responsible to the Chairman 
for all matters relating to the interpretation and implementation of the acts 
concerned, the regulations made thereunder, and related federal and provincial 
legislation. He also conducts questioning during public hearings and is responsible 
for legal proceedings instituted by or against the Commission. 


Environment 


6.12 For the purposes of the Financial Administration Act, the CRTC is 
designated as a department and reports to Parliament through the Minister of 
Communications. The Department of Communications is responsible for technical 
certification and assignment of the frequency -spectrum for the granting of 
licences for broadcasting undertakings by the CRTC. 
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6.13 Broadcasting. Under the Broadcasting Act, the CRTC regulates 
approximately 3,000 broadcasting enterprises, including AM and FM radio, televi- 
sion and cable television. 


6.14 Telecommunications. On | April 1976, the CRTC Act assigned to the 
Commission the jurisdiction, formerly assigned to the Canadian Transport Com- 
mission, to approve all tariffs of tolls, rates and charges, and all interconnecting 
agreements of certain telecommunications carriers. These carriers include Bell 
Canada, BC Telephone Company, CN Telecommunications, CP Telecommunica- 
tions, Northwest Telecommunications, Telesat Canada and Terra Nova Tele- 
communications. Other major carrier undertakings in Canada, except Teleglobe 
Canada, which reports directly to the Minister of Communications, come under 
provincial government regulation. 


6.15 Technological developments. Rapid technological development in the 
communications field, such as cable television and pay television and the 
increased use of communications satellites, has an important influence on the 
broadcasting and telecommunications system and requires the CRTC to develop 
new regulations. 


Audit Scope 


6.16 Because of the importance given by the CRTC to regulatory activities 
concerning broadcasting, we paid particular attention to the process for evalua- 
ting applications and monitoring procedures. In addition, because of the impor- 
tance of the Commission's decisions on telecommunications, we examined the 
tariff approval mechanism. Our audit also covered the processes in place for 
planning, program evaluation, financial management and the internal audit 
function. 


Summary of Audit Observations 


6.17 The Canadian Radio-television and Telecommunications Commission's 
mandate is to regulate and supervise the Canadian broadcasting system which is 
composed of private and public radio, television and cable television undertakings. 
Since 1976, it has also had the responsibility for regulating telecommunications 
carriers under federal jurisdiction. 


6.18 CRTC operates in a highly technological environment and its regula- 
tory mandate requires it to make decisions that greatly affect the future 
development of the broadcasting and telecommunications systems in Canada. 
Accordingly, planning activities designed to identify needs, issues and possible 
solutions are of prime importance for the development of appropriate regulations 
and policies. Our examination of the Commission's planning activities revealed 
that, during 1980-81, the CRTC had taken significant steps to improve its 
planning capacity. However, further work is required to complete its planning, 
both at the strategic and operational levels. 
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6.19 Our examination of the procedures used to measure and report on 
program effectiveness revealed that the CRTC had developed many indicators and 
conducted many effectiveness-related studies in cases where it was appropriate 
and reasonable to do so. In general, we found these to be satisfactory. However, 
we did not find any overall program evaluation policy or plan for future 
effectiveness studies. 


6.20 One of the CRTC's important activities in the broadcasting field is the 
processing of licence applications. In our examination of the applications 
evaluation process, we found weaknesses in the planning, organization and control 
of the analysts' work. However, the procedures followed when holding public 
hearings for the assessment of applications were satisfactory. 


6.21 To ensure compliance with its regulations and policies, the CRTC 
monitors broadcasting enterprises. We noted that the monitoring of regulations 
applying to all enterprises, such as regulations for Canadian content of television 
programming, Canadian ownership and control of enterprises and advertising, was 
generally adequate. However, monitoring of the programming of each station, for 
which the CRTC requires a Promise of Performance, was insufficient. 


6.22 In the telecommunications field, the CRTC's main role is to approve 
just and reasonable rates. To do so, it assesses various applications filed by 
carriers. We noted that the CRTC generally performed the analyses with 
competence and rigour, given available analytical tools and resources. The 
assessment process, however, could be improved by completing the Inquiry into 
Telecommunications Carriers Costing and Accounting Procedures, developing a 
better understanding of mathematical models used by the carriers, and conducting 
a more detailed evaluation of the carriers' construction programs. 


6.23 The examination of the financial management function revealed that, 
in general, financial controls were satisfactory. We believe, however, that budget 
preparation should be better related to operational plans. 


6.24 Regarding internal audit, we are of the opinion that the Audit 
Committee should play a more active role in approving internal audit plans and in 
ensuring that appropriate and timely action is taken on audit findings. 


Observations and Recommendations _ 


Planning and Research 


6.25 The nature of the CRTC's regulatory mandate requires it to make 
decisions that greatly affect the future development of the broadcasting and 
telecommunications system in Canada. Accordingly, the identification and 
assessment of events likely to influence this development, as well as a forecast of 
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the possible consequences of such events, are of prime importance for those who 
must make the decisions. We examined the planning process and the contribution 
of research to this process. 


6.26 Planning process. Responsibility for the CRTC's strategic planning 
lies with the Executive Director, Corporate Management. Since October 1980, he 
has been assisted in this task by a Senior Adviser on Strategic and Corporate 
Planning who is responsible for, among other things, developing and implementing 
the CRTC's strategic plan. 


6.27 An integrated system of strategic and operational plans is essential in 
order for an agency with the powers of the CRTC to know and evaluate the 
immediate and long-term consequences of its many individual decisions and of its 
policies and regulations on the quantity and quality of services provided and on 
the technological evolution of broadcasting and telecommunications infrastruc- 
tures in Canada. 


6.28 During 1980-81, the CRTC had prepared a strategic overview as 
required by the Treasury Board's new Policy and Expenditure Management System. 
This document described the environment in which the CRTC operates and the 
CRTC's role, objectives and priorities. This was a good starting point for 
developing a strategic plan. However, we found no other document specifying in 
more detail the method to be used to achieve its objectives, the time frames or an 
estimate of required resources. Such a document could include research projects 
in broadcasting and telecommunications. 


6.29 At the operational level, the CRTC prepares a schedule of public 
hearings and program forecasts as required by Treasury Board. The schedule of 
public hearings is based on the expected number of applications that will be filed 
with the CRTC the following year and on the policies that the Commission wishes 
to discuss during the year. The schedule is an essential element of the planning 
process and covers a period of 6 to 12 months. It includes deadlines for the 
preparation of public hearings and is communicated to all directors. 


6.30 With respect to program forecasts, the CRTC started, during our 
audit, to develop operational plans showing the activities and the resources 
required to carry them out. However, we found no guidelines from senior 
management to help in establishing these annual operational! plans. 


6.31 The CRTC should complete its strategic plan and senior management 
should formulate guidelines to enable managers to establish annual operational 
plans in accordance with the strategic plan. 
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6.32 Research. The research carried out by the CRTC under its mandate is 
designed to enable the Commission to gain a better understanding of the social, 
cultural, economic and technological developments in the environment in which it 
operates and to develop new ways for the CRTC to exercise its regulatory powers 
in the future. Accordingly, there is a need for the research program to be 
integrated with the CRTC's overall planning process to ensure compatibility 
between the Commission's general objectives and the objectives of its research 
activities, thus ensuring that research results will contribute to meeting the 
Commission's needs and facilitating timely provision of the research information 
required. 


6.33 Since December 1980, the Research Branch has been part of the 
Corporate Management Directorate. A research program involving about 10 
projects has been developed under the authority of the Director General, 
Research. A group of about 15 persons is assigned to co-ordinate and carry out 
the projects. We examined the way in which these projects were integrated with 
the planning process. 


6.34 The terms of reference of the program and the criteria for evaluating 
the projects were clearly defined and documented; in general, the projects in the 
research program conformed to the terms of reference. However, since the 
CRTC did not have a well-defined strategic plan, it was difficult for us to 
determine how closely the objectives of the various projects, including the time 
frames, were integrated with the CRTC's overall objectives. 


6.35 The CRTC should ensure that the work of the Research Branch, as 
well as the expected results of the projects in the research program, are 
integrated into the strategic planning process. 


6.36 Over the past few years, the Telecommunications Directorate has 
worked on an "Inquiry into Telecommunications Carriers' Costing and Accounting 
Procedures", the Cost Inquiry. This study, which began in 1972 under the 
direction of the Canadian Transport Commission, is a major applied research 
project in the area of regulation. The study has so far addressed several major 
aspects of costing and accounting procedures; Phase I has dealt with "Accounting 
and Financial Matters" and Phase II with the "Information Requirements for New 
Service Tariff Filings". During our audit, we noted that the CRTC has, for the 
time being, relaxed its efforts on the Cost Inquiry and has not always carried out 
a follow-up of the requirements laid down in the first phases of the Study. 


6.37 One of the most important regulatory activities of the CRTC with 
regard to telecommunications carriers is processing applications for general rate 
increases. Most of the hearings dealing with applications for general rate 
increases involve rates for competitive services, and the increasing number of 
such services has an impact on many aspects of telecommunications regulations 
including, in some cases, the need to revise them. Moreover, in the current 
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inflationary economy, applications for general rate increases are becoming more 
and more frequent. This imposes on CRTC additional burdens, leaving little time 
to evaluate the regulations or to undertake research, such as the Cost Inquiry, in 
this area. In view of the fact that Phase III of the Cost Inquiry is planned as an 
examination of all the costing aspects (and thus the rate implications) of 
competitive services, it becomes important that this phase be scheduled as soon 
as possible. 


6.38 The CRTC should pursue the Cost Inquiry study and review present 
methods for regulating telecommunications carriers. 


Program Evaluation 


6.39 The CRTC's objectives are of a social, cultural and economic nature. 
On the one hand, the broadcasting policy set out in section 3 of the Broadcasting 
Act is intended to preserve the social and cultural identity of Canada in the face 
of foreign influence. On the other hand, the CRTC's responsibilities in the area of 
telecommunications require it to make decisions that, in spite of their economic 
nature, also have social repercussions; for example, the equity of rates for 
services among various groups of consumers, among the telecommunications 
carriers themselves and between the two groups. 


6.40 Some of the effects of the decisions made by the CRTC are felt 
immediately; most, however, are noticed in the medium and long term, especially 
in the social and cultural areas. Moreover, in most cases, the observable effects 
are not attributable solely to earlier decisions, since a number of factors, such as 
level of economic activity, introduction of new technology and changes in the 
public's attitude, intervene between the time a decision is made and the time its 
effect can be observed and measured. All these factors must be taken into 
account in evaluating the effectiveness of the CRTC's regulatory program. In 
each sector subject to regulation, we examined the: 


- definition of objectives; 
- procedures used to measure effectiveness; and 


- procedures used to report on effectiveness. 


6.41 Definition of objectives - broadcasting. The CRTC's broadcasting 
objectives are set out in the Broadcasting Act. We examined each of these 
objectives to determine whether it was defined in a way that permitted 
measurement. 


6.42 We found that objectives relating to Canadian ownership and control, 
the right to broadcasting service in both official languages, the use of Canadian 
resources and the development and viability of the broadcasting system were 
defined in such a way that they could be measured. Objectives relating to the 
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responsibility of broadcasters toward the public, the adaptation of regulations to 
scientific and technical progress, the quality of programming and the safe- 
guarding, enrichment and strengthening of the fabric of Canada have, where 
appropriate and reasonable, been operationally defined in a satisfactory manner 
by the use of means such as public hearings, research or identification of issues. 


6.43 Definition of objectives - telecommunications. The CRTC's mandate 
in the area of telecommunications is to approve just and reasonable rates for the 
services provided by telecommunications carriers and to ensure that there is no 
unjust discrimination. The Commission also rules on applications dealing with 
specific services, interconnections and issues of common equity. 


6.44 To determine whether the rates applied for are just and reasonable and 
whether there is any unjust discrimination, the CRTC considers, among others, 
the following factors: 


- attracting capital at reasonable terms; 


~ provision of services to subscribers at reasonable rates; 


quality of service; and 


~ economy and efficiency of services and equipment. 


6.45 A more precise definition of these factors is found in the Commission's 
decisions. 
6.46 Procedures used to measure effectiveness. The CRTC measures the 


effectiveness of its regulations and policies by using a set of indicators as well as 
various studies dealing, among other things, with effectiveness. Certain objec- 
tives, such as those related to the right to freedom of expression and the 
expression of differing views on matters of public concern, are usually examined 
at public hearings. 


6.47 In the field of broadcasting, we examined procedures to measure 
achievement of the objectives relating to Canadian ownership and control, the 
right to broadcasting service, programming, and the expansion and viability of the 
broadcasting system. In the field of telecommunications, we examined procedures 
to evaluate the four factors mentioned in the preceding section; we have dealt 
with them in our analysis of the regulatory process for telecommunications. 


6.48 Canadian ownership and control. A CRTC study on ownership in 
private broadcasting analysed ownership concentration in 1975 and the effects of 
this concentration on the behaviour and performance of the broadcasting com- 


panies. Our examination of the study revealed that the methodology and 
statistical tools used were satisfactory. 
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6.49 Right to broadcasting service. The "Special Report on Broadcasting in 
Canada" examined the development of the broadcasting system since the proc- 
lamation of the Broadcasting Act in 1968. The study was based on indicators such 
as the percentage of the population served by public and private television and 
radio networks, the number of channels available, and access to foreign stations. 
We examined the reliability and validity of these indicators and concluded that 
they were satisfactory. 


6.50 Programming - variety. The CRTC has defined program categories 
and requires from broadcasters a Promise of Performance, indicating the type and 
length of programs the station plans to air. Each radio and television station must 
provide data on the amount of time devoted to each program category. In this 
way, the Commission is able to assess the programming provided to the public. 
We believe these measures are satisfactory. 


6.51 Programming - use of Canadian resources. The "Special Report on 
Broadcasting in Canada" and other studies have analysed the Canadian content 
policy. These studies have dealt mainly with the number of stations not 
complying with minimum standards and the percentage of the audience tuned to 
Canadian programs at various times of the day. In this regard, we consider that 
these studies have been well conducted. The CRTC is currently doing work with a 
view to reviewing its entire Canadian content policy. 


6.52 Expansion and viability. The financial data that the CRTC gathers 
from radio and television stations allow it to develop financial indicators and 
analyse the financial situation of each enterprise. These indicators also make it 
possible for the Commissioners to evaluate the viability and the rate of return of 
undertakings. We examined the main indicators used, and believe that the 
information they provide is useful for evaluating the Commission's objectives in 
these areas. 


6.53 Procedures to report on effectiveness. Information Services prepares 
a number of statistical reports on the broadcasting and telecommunications 
system. These statistics come from internal sources and from external sources 
such as Statistics Canada and the Bureau of Broadcast Measurement. Information 
is grouped according to the various types of broadcasting and telecommunications 
companies. 


6.54 Our examination of the procedures to measure and report on program 
effectiveness showed that, where it was reasonable and appropriate to measure 
effectiveness, the procedures were generally satisfactory. However, these 
measures were fragmented and were not part of an overall plan or a general 
policy on effectiveness evaluation. Such a policy and overall plan are now 
required by the Office of the Comptroller General in its Guide on the Program 
Evaluation Function. 
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6.55 The CRTC should develop a policy on program evaluation in accor- 
dance with the Office of the Comptroller General's guide and integrate existing 
measures into an overall plan of evaluation. 


The Regulatory Process: Broadcasting 


6.56 In our audit, we examined: 


- the process for evaluating applications to obtain, renew or 
amend licences; 


- the extent and quality of monitoring compliance with various 
broadcasting regulations; 


- procedures to be followed for holding public hearings; and 


- the handling of enquiries and complaints from the public. 


6.57 The process for evaluating applications to obtain, renew or amend 
licences. Each year, the CRTC receives roughly 2,000 applications, 80 per cent of 
which are for licence amendments and renewals; 20 per cent are for new licences. 
More than half of all the applications involve cable television. Applications are 
made in accordance with the procedural rules developed and made public in the 
document, "CRTC Rules of Procedure". 


6.58 Applicants must fill out forms prescribed by the CRTC. If an 
application is considered incomplete, a letter is sent to the licensee indicating 
what is missing; this step inevitably delays study of the file. The forms in current 
use are essentially the same as those used since the start of operations in 1968. A 
revision of these forms and a better description of the supporting documents 
which must accompany applications would reduce the number of incomplete 
applications and shorten processing time. 


6.59 When an application is duly completed, each of the branches carries 
out a detailed analysis. The scope and thoroughness of the analysis depends on 
whether the application is scheduled as an "appearing" or "non-appearing" item on 
the agenda of the public hearing. An application is said to be "appearing" if the 
Commission has decided that it must hear testimony before rendering a final 
decision. In the case of a "non-appearing" application, the Commission renders its 
decisions without hearing any testimony. 


6.60 For "appearing" applications, a Factum Book is prepared, outlining the 
background of the station and the results of the analyses carried out by the 
various branches. About 20 per cent of applications are appearing; the rest are 
non-appearing. We analysed the scope and thoroughness of the analyses per- 
formed for the two types of application by interviewing the analysts and 
reviewing the documents related to a public hearing. 
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6.61 We judged acceptable the scope and quality of the analyses carried out 
for "appearing" applications. However, the roles and responsibilities of the 
branches were not defined clearly, resulting in duplication of effort. The 
licensing analyst must complete the file, but has no direct authority over analysts' 
work in the other branches. This creates a co-ordination problem. 


6.62 We also analysed in detail the content of the CRTC's official files for 
a number of "non-appearing" applications on the agenda of a public hearing and 
found no matters of significance to Parliament. 


6.63 Our analysis of the process used for evaluating both types of 
applications revealed that it took a great deal of time to evaluate and process 
applications. For example, we found that, on average, slightly more than a year 
elapsed between the time an application was filed and the time a decision was 
published for a new licence; almost a year elapsed for a licence renewal. The 
average time for analysing an application and making a decision has been steadily 
increasing in the past three years, and the number of outstanding applications has 
more than doubled in five years. These figures are contained in 1980 internal 
reports prepared for the CRTC's Executive Committee. 


6.64 Many of our observations are corroborated by the findings of a study 
done by outside specialists, commissioned by the CRTC, that had already 
identified these shortcomings. A task force was established to study and 
implement the report's major recommendations. 


6.65 The CRTC should review the management systems and methods used 
by the Broadcasting Service for processing applications with a view to reducing 
the time required to complete the processing of each application. 


6.66 Scope and quality of monitoring the application of broadcasting regu- 
lations. A distinction must be made between two types of monitoring: monitoring 
regulations applying to all broadcasting enterprises, and monitoring of each 
station to ensure that it adheres to its Promise of Performance. 


6.67 The first type of monitoring relates to such matters as Canadian 
content of television programming, Canadian ownership and control of under- 
takings, permissible advertising, policies on FM radio and so on. This type of 
monitoring deals with application of the regulations issued by the CRTC to ensure 
compliance with the Broadcasting Act. The CRTC has developed quantitative 
standards to regulate the industry. We believe that the CRTC has exercised 
adequate supervision in this area. 


6.68 The second type of monitoring applies to individual stations and is 
intended to ensure that stations adhere to their licence conditions. For example, 
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since one of the aims of the Broadcasting Act is to ensure varied, comprehensive 
and high-quality programming, the CRTC requires programming objectives (Prom- 
ises of Performance) for each station. 


6.69 In the case of FM radio, this Promise of Performance is one of the 
conditions on which the licence is obtained, and it cannot be amended without 
permission from the CRTC. In AM radio, the Promise of Performance is not a 
condition for licensing; it can be amended without the CRTC's permission. The 
Commission is reviewing its radio policy, and this review includes an assessment 
of the role of the Promise of Performance. 


6.70 Television stations also have Promises of Performance which deal with 
programming. There are no Promises of Performance for cable television because 
of the nature of this medium. 


6.71 We studied the scope and quality of the monitoring of individual 
stations and made the following observations: 


- There was no mechanism for continuously monitoring the Prom- 
ise of Performance. During the licence renewal process, a check 
on programming is supposed to be done; however, this was not 
done systematically. 


~ In practice, the complaints received took the place of a mon- 
itoring process. The CRTC receives approximately 100 com- 
plaints a week, dealing mainly with the quality of programs. 
Although this is a form of control, we do not think that this 
method can replace a mechanism for monitoring compliance with 
the Promise of Peformance. 


- The cases where a licence was cancelled or not renewed for non- 
compliance with the conditions of the licence were infrequent 
(no cancellations in the last five years). 


6.72 Since there are approximately 2,500 radio and television stations and 
more than 500 cable television undertakings operating in Canada in 1981, and the 
number is growing by approximately 200 each year, we think it is important that 
the CRTC reassess the effectiveness of its regulating and monitoring procedures. 


6.73 The CRTC should review its monitoring procedures relating to the 
Promise of Performance to determine which monitoring mechanisms are most 
effective and establish appropriate methods for reporting results of monitoring. 


6.74 ; Processing inquiries and complaints from the public. Complaints from 
the public can be sent to a regional office, to CRTC headquarters or directly to 


142 


Canadian Radio-television and Telecommunications Commission 


the licensee in question. In addition, the public can make its views known in 
writing or appear at a CRTC public hearing. Most of the complaints are 
telephone calls dealing with the quality of programs on radio, TV or cable. The 
Correspondence Branch of the CRTC controls the processing of complaints and 
ensures that each complaint is studied. We found that controls over complaints 
were Satisfactory. 


The Regulatory Process: Telecommunications 
6.75 During our audit, we examined: 
- procedures for assessing applications; 


- scope and quality of the monitoring done to ensure compliance 
with the Commission's decisions and orders; 


- processing of inquiries and complaints from the public; and 


~ procedures for holding public hearings. 


6.76 Procedures for assessing applications. In carrying out its duties, the 
Commission holds public hearings and/or issues orders to approve, question or 
otherwise decide on the applications that have been received. 


6.77 The Commission receives approximately 600 applications annually, of 
which 75 per cent are applications for approval of new or amended tariff pages. 
The applications are filed according to the rules published in "CRTC Tele- 
communications: Rules of Procedure". We audited the evaluation process for this 
category of applications. We also examined the processing of applications for 
general rate increases because of the importance the decisions made have for the 
public and because of the amount of effort devoted by the CRTC to their 
processing. 


6.78 Applications for approval of new or amended tariff pages. In 1978, the 
CRTC issued internal directives prescribing the various steps in analysing these 
applications. The directives list the various documents that the applicants must 
present, the internal distribution list for these documents and the criteria for 
assessing the application. 


6.79 If the application is for a new service, the applicant must provide the 
CRTC with an economic evaluation study of this service in accordance with 
Telecom Decision CRTC 79-16. This applies to approximately 10 per cent of the 
applications. This requirement is the first step toward rationalization of decision 
making concerning rates for new services. 
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6.80 The Commission also requires that the companies include with their 
economic evaluation studies a plan for monitoring and tracking rates and all the 
major elements of demand, revenues, resource quantities and related costs that 
may significantly affect the study results. At the time of our audit, the 
requirement to provide this documentation was just being implemented, and 
applicants were not yet complying with it in all cases. In general, however, we 
found that the procedures for evaluating applications for approval of new or 
amended tariff pages were satisfactory. 


6.81 Applications for general rate increases. When such an application is 
received, a study group is set up under a Director General or other senior staff 
member. This group includes individuals from several administrative branches - 
operations, financial and technical analysis, legal and others. The study group 
analyses the applications and interventions received, prepares the questioning 
which precedes the hearings and suggests questions which the Commission might 
ask at the public hearings. 


6.82 Public hearings are held at the regional level in addition to general 
hearings. During these hearings, the study group assists the Commission in its 
work. The proceedings of a public hearing resemble court proceedings in that 
they include questioning, cross-examination, witnesses, evidence and legal coun- 
sel. The decision made by the Commission is thus of a quasi-judicial nature. In 
effect, the Commission decides on the application after hearing the evidence and 
arguments presented by the various parties involved. 


6.83 In order to obtain an understanding of the evaluation process in these 
cases, we examined Telecom Decision CRTC 81-3 and Telecom Decisions CRITIC 
78-7 and 80-14. 


6.84 Analysis of such applications and the general hearing deal with the 
following matters: 

- accessibility and quality of service; 

- construction program; 

- expenditures and revenue requirements; 

- rate of return; and 

~ the analysis of the proposed tariff. 
Our observations deal with these aspects of the evaluation process. 


6.85 General rate increase - accessibility and quality of service. In the 
past few years, the Commission has become increasingly concerned with the 
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quality of services provided by the applicants, based on the opinion that just and 
reasonable rates are an inherent characteristic of a service of acceptable quality. 


6.86 In Telecom Decision CRTC 78-7, the Commission stated that: 


indicators of service quality must provide quantitative measures of all 
significant aspects of interaction between a telephone company and its 
customers that can be examined over time, applied to the different 
serving areas of the Company, compared with appropriate industry 
standards, and employed in the determination of whether the rates 
requested for the services offered are just and reasonable. 


6.87 In Telecom Decision CRTC 81-3, the Commission went further and, 
for the first time, directly associated the quality of service with the authorized 
rate of return, stipulating that: 


the Commission is not authorizing an annual return on common equity 
in excess of 14 per cent unless service quality exceeds the minimum 
level acceptable to the Commission, having regard to the indicators 
and standards used in this case and, where appropriate, those resulting 
from the quality of service proceeding. 


6.88 In July 1979, the Commission appointed the Director General of 
Telecommunications (Operations) to make recommendations on suitable quality 
indicators and standards to be used for comparison purposes. The proposed 
indicators included, among others, the percentage of installation and repair 
appointments kept and the percentage of total accounts issued without adjust- 
ment. 


6.89 The first report showed that, in the case of several service quality 
indicators, no standard for comparison existed and, in other cases, a carrier's 
existing standards had been used without any certainty that these standards met 
the Commission's requirements. 


6.90 The CRTC should ensure that, to the maximum extent practicable, 
suitable standards and service quality indicators are developed for all telecom- 
munications carriers. 


6.91 In examining Telecom Decision CRTC 81-3, we found that CRTC's 
audit procedures did not assure completeness of the data provided by the 
applicant and did not adequately guarantee the validity and reliability of the data 
provided on the quality of service. It is essential that the Commission be able to 
rely on the data which it receives concerning the quality of service. ThesCR IC 
does not yet have a method of analysis to check the data provided. 
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6.92 The CRTC should develop an approach to enable it to check the data 
on the quality of service provided by the companies. 


6.93 General rate increase - construction program. During the public 
hearings, a great deal of time is spent on the question of construction programs, 
first because of the size of the various companies! construction programs and 
second because of the way these programs could affect both the companies' 
revenue requirements and the determining of rates needed to generate revenues. 


6.94 The justification of these overall capital expenditures is complex and 
highly technical and, at a public hearing, it is difficult to discuss technical and 
economic questions in detail. Consequently, the CRTC has set up a standing 
committee to review annually the construction programs of the various carriers. 
These reviews should result in a better understanding and permit better discussion 
during future public hearings. At the time of our audit, a review of construction 
programs had already been initiated. 


6.95 To determine the size of construction program projects, carriers use 
mathematical models that specify equipment requirements in terms of variables 
such as traffic expected, standards of service quality and so on. A better 
understanding of models like these would enable the Commission to improve its 
analytical process by determining: 


~ the validity of the models used and the underlying analytical 
methodology; and 


- the accuracy of the data used concerning volume of traffic, 
service quality and other variables. 


The construction program review process has already involved a substantial 
amount of analysis, particularly in regard to the measures of utilization and 
demand estimation. The CRTC is planning to do more analysis of the engineering 
planning model, subject to the availability of resources. 


6.96 General rate increase - expenditures and revenue requirements. The 
Commission must decide on the validity of the revenue requirement forecasts as 
submitted by the operating companies. Operating expenses, including deprecia- 
tion, generally represent the greatest part of the revenue requirement. The 
forecast of operating expenses is an estimate of the expenses of the company 
required to meet the forecast demand for services, taking into account antici- 
pated productivity and price changes. 


6.97 We examined the Commission's evaluation process in Telecom Deci- 
sions CRTC 78-7 and 80-14 to assess the reasonableness of the forecasts of 
operating expenditures submitted to support applications. 
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6.98 The Commission considers that it would be to the benefit of both the 
company and the hearing process if certain key indicators were employed that 
would permit greater comparability of performance among the companies. Ac- 
cordingly, the Commission has started the process for selecting indicators that 
would enable such comparison and assessment. 


6.99 General rate increase - rate of return. It is generally recognized that 
there is more than one way to determine the accuracy of the rate of return. In 
the final analysis, the rate of return on common equity that is required by 
investors is the result of the combined opinions of many security analysts, 
portfolio managers and individual investors at a given moment, in the context of 
prevailing market conditions. The Commission's decision, therefore, consists of 
authorizing a rate of return that, in its opinion, will allow the company to obtain 
the necessary capital at a reasonable cost and offer quality services. To do so, 
the Commission studies the company's capital structure, hears various experts' 
testimony, and analyses prevailing capital market conditions. We concluded that 
these measures were satisfactory. 


6.100 Tariff revisions. To determine whether the proposed rates for specific 
services are just and reasonable involves an assessment of how the additional 
revenues required should be distributed among the company's services. For 
example, proposed tariffs are analysed for basic services, residential and com- 
mercial, competitive services, long-distance services, and hotel and hospital 
rates. 


6.101 In Decision CRTC Telecom 78-7, the Commission commented that this 
task was complicated by the lack of detail available with respect to revenue 
forecasts for the services provided. Since then, various measures have been taken 
to obtain more details on the methods used to estimate revenues from the various 
services. The Commission intends to study in greater depth the appropriate 
costing and pricing of services in future phases of the Cost Inquiry. As mentioned 
earlier, this Cost Inquiry constitutes a major project in applied regulatory 
research and, in our opinion, should be pursued without delay. 


6.102 Handling inquiries and complaints from the public. Complaints from 
the public may be sent to a regional office, to CRTC headquarters, (where 
approximately 2,500 complaints are received each year), or directly to the 
company in question. 


6.103 Before replying to complaints, the CRTC asks the company concerned 
for its side of the story and then sees that users receive proper answers. 


6.104 The number of complaints received directly by the companies is 
communicated to CRTC in a report on service quality indicators. This report 
gives the number of complaints per 100,000 accounts. 
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6.105 On request, the CRTC may receive a much more detailed report, 
grouping complaints by category, region or other characteristics providing an 
indication of the nature of the complaints and the accuracy and quality of the 
answers given. However, this report is required only at the time of a general rate 
increase, which means that two to three years may elapse between these reports. 


6.106 The CRTC should ask for and analyse on an annual basis detailed 
reports of complaints made directly to the companies. 


Financial Management and Control 


6.107 The Executive Director of Corporate Management is the senior 
financial officer of the CRTC. He is directly responsible to the Chairman of the 
Commission and acts as chairman of the Senior Management Committee. As the 
senior financial officer, he is in charge of budget preparation, accounting and 
budgetary control for the whole of the CRTC. He is assisted in his work by the 
Director General of Finance and Management Services. 


6.108 For the purposes of financial management, the CRTC is divided into 
six responsibility centres which correspond to its organizational structure: execu- 
tive, broadcasting, telecommunications, corporate management, secretariat and 
legal. Administrative assistants, who report functionally to the senior financial 
officer, assist in the financial management of each of the responsibility centres. 


6.109 During our audit, we studied the financial management function, 
including internal controls and the budgeting process. 


6.110 We concluded that financial management and control were generally 
satisfactory. We noted, however, that there is room for improvement in the 
budgeting area. 


6.111 Budgeting. The preparation of budgets for operating expense, except 
for salaries and wages, was mainly centred around planned public hearings and the 
projects that senior management considers to have priority. 


6.112 For salaries and wages, which represent approximately 70 per cent of 
CRTC's expenditure, there was no link with planned activities, and senior manage- 
ment did not provide those responsible for preparing the budget with guidelines to 
link the budget and the annual operational plans. 


6.113 However, during our audit, the CRTC started to take into account its 
planned activities to forecast resources requirements. 
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6.114 It is essential that guidelines, taking into account the organization's 
objectives and operational plans, be established by senior management to ensure 
that resources requirements correspond with planned activities. 


6.115 Senior management should formulate guidelines to enable managers to 
establish budgets corresponding to the operational plans. 


Internal Audit 


6.116 The role of the internal audit group is to conduct comprehensive 
reviews and analyses of CRTC systems in order to evaluate the systems 
components, including the related procedures and practices. The group consists of 
a director and two audit managers. Outside staff is called upon when a particular 
skill is required. 


6.117 During our audit, we undertook a comprehensive examination of the 
internal audit function and have reported thereon to the CRTC. Our most 
significant observations are detailed in the following paragraphs. 


6.118 Audit Committee. According to the CRTC audit policy, the Audit 
Committee role is to advise the Chairman, establish audit policies, and serve as 
the forum for discussing findings and solutions to problems raised in audit reports 
from internal and external auditors. The Committee consists of three members, 
including the Chairman of the Commission. 


6.119 We noted that, at the time of our audit, the Audit Committee had not 
met since December 1978. Since then, the Committee has met and plans to meet 
quarterly. 


6.120 The audit committee helps to reinforce the independent and objective 
nature of the internal audit by reviewing internal audit plans and ensuring that 
action is taken on audit findings. 


6.121 The Audit Committee should play an active role in approving internal 
audit plans and ensuring that appropriate and timely action is taken on audit 
findings. 


6.122 Performing the audit. The internal audit group carried out audits that 
dealt mainly with the economy and efficiency of CRTC operations. 


6.123 However, the CRTC did not have its own audit manual defining the 
standards that auditors should meet, nor did it have a guide for the performance 
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of audits on economy, efficiency and procedures for measuring effectiveness. In 
addition, no suitable standards in this area had been developed. The CRTC has, 
however, adopted the Treasury Board's Standards on Internal Financial Audit that 
include general standards that can apply to any kind of audit. 


6.124 The following observations led us to conclude that these general 
standards were not always being followed: 


- The objectives and scope of certain audit projects were not set 
out Clearly at the beginning of the audit. 


- A time budget for each audit project was not established, and 
the actual time spent on the project was not controlled. 


- There was no evidence that the audit work was supervised, that 
the audit files were reviewed or that the quality of the work 
done was controlled. 


- Audit aids, such as audit programs and internal contro! question- 
naires, were not always used. 


- Existing controls were not always assessed before determining 
the nature, extent and timing of tests to be done. 


6.125 The Director of Internal Audit should adopt current Office of the 
Comptroller General's audit standards and ensure that these standards are adhered 
to. 


6.126 Audit reports and follow-up. The Audit Committee did not receive 
any summary reports of activities, specifying, among other things, the cases 
where the internal audit findings were not followed up adequately. Such a report 
would make it possible to obtain support from the Audit Committee and would 
encourage managers to find solutions to the problems raised. Since our audit, a 
summary report on the 1980-1981 audit activities has been presented to the 
Committee. 


6.127 The Director of Internal Audit should present an annual summary 
report of activities, specifying, among other things, the cases where his findings 
have not been followed up adequately. 


Information for Parliament 
6.128 The Office of the Comptroller General of Canada has undertaken a 
government-wide study to improve the information provided in the Estimates and 


the Public Accounts. The CRTC has made changes in its 1981-82 budget in this 
regard. For instance, activities have been re-defined to describe CRTC 
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operations better. We believe there is a need for additional information in the 
CRTC Estimates that would enable Members of Parliament to gain a better 
understanding of the requirements for funds and give the CRTC an opportunity to 
explain variances between results and forecasts. 


6.129 CRTC's objectives, current policy issues (for example, pay television) 
and operational plans should be described briefly in the Main Estimates. In 
addition, the dates when reports are expected to be ready should be published. 


6.130 For licence applications processing, the CRTC should indicate in the 
Main Estimates the number of applications it expects to receive from the 
broadcasting and telecommunications sectors. This information and the number 
of outstanding applications at the beginning of the year would help explain the 
level of resources requested. Members of Parliament may also be interested in 
the average time required to process each category of licence application. 


6.131 These suggestions, and other information about the operations of 
CRTC, should be considered for inclusion in the CRTC Estimates when they are 
revised. 
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Summary of Recommendations and CRTC's Comments 


Recommendations 


Planning and Research 


6.31 The CRTC should complete its 
strategic plan and senior man- 
agement should formulate 
guidelines to enable managers 
to establish annual operational 
plans in accordance with the 
strategic plan. 


6.35 The CRTC should ensure that 
the work of the Research 
Branch, as well as the ex- 
pected results of the projects 
in the research program, are 
integrated into the strategic 
planning process. 


6.38 The CRTC should pursue the 
Cost Inquiry study and review 
present methods for regulating 
telecommunications carriers. 


Program Evaluation 


6.55 The CRTC should develop a 
policy on program evaluation 
in accordance with the Office 
of the Comptroller General's 
guide and integrate existing 
measures into an overall plan 
of evaluation. 


CRTC's Comments 


Agreed. The Public Hearing process 
and Licence Renewal process do lend 
themselves to planning. However, it 
has to be recognized that, as a quasi- 
judicial body, the CRTC must to a 
considerable extent react to applica- 
tions put before it. A strategic plan 
for 1982-83 and supporting operational 
plan have been completed and for- 
warded to the Ministry of State for 
Social Development. 


The work program of the Research 
Branch is currently being reviewed 
with a view to integrating it into the 
strategic planning process for 1982-83. 


Agreed. The next phase of the Cost 
Inquiry will be scheduled as soon as 
possible, depending on the availability 
of resources. 


Agreed. A formal program evaluation 
plan is currently being negotiated with 
the Office of the Comptroller Gen- 
eral. 
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Recommendations 


The Regulatory Process: Broadcasting 
6.65 The CRTC should review the 
management systems and 
methods used by the Broad- 
casting Service for processing 
applications with a view to 
reducing the time required to 
complete the processing of 
each application. 

6.73 The CRTC should review its 
monitoring procedures relating 
to’ the Promise of Perfor- 
mance to determine’ which 
monitoring mechanisms are 
most effective and establish 


appropriate methods for 
reporting results of monitor- 
ing. 


The Regulatory Process: 
Telecommunications 
6.90 The CRTC should ensure that, 
to the maximum extent prac- 
ticable, suitable standards and 
service quality indicators are 
developed for all telecom- 
munications Carriers. 

6.92 The CRTC should develop an 
approach to enable it to check 
the data on the quality of ser- 
vice provided by the com- 
panies. 

6.106 The CRTC should ask for and 
analyse on an annual basis de- 
tailed reports of complaints 
made directly to the com- 
panies. 
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CRTC's Comments 


Proposals to modify our licence proce- 
dures are being studied and it is our 
plan that they be implemented in 
1982-83. 


The CRTC intends to review its mon- 
itoring procedures for 1982-83. At 
present the Commission monitors 
compliance with the Canadian content - 
regulations and monitors as a result of 
complaints. 


Agreed. The Commission has recently 
distributed new draft guidelines for 
comment and expects to implement 
these changes in fiscal year 1982-83. 


Agreed, as an objective within the 
limits of available resources. 


Agreed. This will be implemented in 
fiscal year 1982-83. 
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Recommendations 


Financial Management and Control 


6.115 


Senior management should 
formulate guidelines to enable 
managers to establish budgets 
corresponding to the opera- 
tional plans. 


Internal Audit 


6.121 


6.125 


6.127 


The Audit Committee should 
play an active role in approv- 
ing internal audit plans and 
ensuring that appropriate and 
timely action is taken on audit 
findings. 


The Director of Internal Audit 
should adopt current Office of 
the Comptroller General's 
audit standards and _ ensure 
that these standards are ad- 
hered to. 


The Director of Internal Audit 
should present an annual sum- 
mary report of activities, 
specifying, among other 
things, the cases where his 
findings have not been fol- 
lowed up adequately. 


CRTC's Comments 


Agreed. Will be implemented in fiscal 
year 1982-383 to the extent possible. 


Agreed. Has been implemented. 


Agreed. The CRTC will adopt the 
standards currently being developed by 
the Office of the Comptroller Gen- 
eral. 


Agreed. Has been implemented. 
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7 
DEPARTMENT OF CONSUMER AND CORPORATE AFFAIRS 


The Department 


Background 


7.1 The Department of Consumer and Corporate Affairs (CCA) was estab- 
lished in 1967 by the Consumer and Corporate Affairs Act (now R.S.C. 1970, 
c. C-27), Under the Act, various programs governing and regulating the market- 
place were brought together from the Departments of Justice; Health and 
Welfare; Agriculture; and Industry, Trade and Commerce. In addition, all the 
functions of the Department of the Registrar General were transferred to 
Consumer and Corporate Affairs. 


7.2 The objective of CCA, as set out in the 1980-81 Estimates, is "to 
promote the integrity and viability of the market system in Canada." CCA is the 
only department in the federal government with a specific mandate to represent 
the interests of consumers. The Estimates also state four sub-objectives of the 
Department: 


- to protect and promote the interest of consumers by working 
toward a fair, safe and efficient marketplace; 


- to facilitate the orderly conduct of business and the private 
development and production of capital; 


- to maintain free and open competitive conditions in the market 
economy, to eliminate certain practices in restraint of trade and 
afford protection against false and misleading advertising; and 


- to encourage innovation by protecting the rights of inventors. 


Organization 


7.3 The Department is made up of three major operating Bureaux: Corpo- 
rate Affairs, Competition Policy, and Consumer Affairs. Each Bureau is divided 
into branches, as set out in Exhibit 7.1. Reflecting the development of the 
Department from formerly separate functions, several units are headed by persons 
appointed by Governor in Council: the Director of Investigation and Research, the 
Superintendent of Bankruptcy, the Commissioner of Patents and Registrar of 
Trade Marks, and the Registrar of Copyright and Industrial Design. Support 
services are provided by the Co-ordination Directorate, the Finance and Adminis- 
tration Directorate and the Personnel Branch. At the time of our audit, the 
Department was planning to establish a Bureau of Policy Co-ordination to assume 
the responsibilities of the Co-ordination Directorate and other functions of a 
departmental nature. 
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Exhibit 7.1 


DEPARTMENT OF CONSUMER AND CORPORATE AFFAIRS 


SUMMARY ORGANIZATION CHART - 31 MARCH 1981 
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Department of Consumer and Corporate Affairs 


7.4 In addition, the Department includes the Office of the Registrar 
General which is divided into the Conflict of Interest unit, responsible for imple- 
menting major aspects of government policy on conflict of interest, and the 
Registration Division, responsible for registering and issuing commissions and 
documents under the Public Officers and Seals Act. 


7.5 The Restrictive Trade Practices Commission is an independent agency 
which authorizes formal evidence gathering by the Director of Investigation and 
Research (ADM, Bureau of Competition Policy) for inquiries under the Combines 
Investigation Act. The Commission also receives statements of evidence from the 
Director of Investigation and Research, holds hearings and reports its findings and 
recommendations to the Minister of Consumer and Corporate Affairs and to the 
public. 


7.6 Bureau of Corporate Affairs. The Bureau of Corporate Affairs is 
made up of six branches, reporting to the Assistant Deputy Minister for Corporate 
Affairs. The Superintendent of Bankruptcy, who is also the Director of the Bank- 
ruptcy Branch, is responsible for the overall administration of the bankruptcy 
system in Canada, including the supervision of private sector trustees in bank- 
ruptcy. 


7.7 The Corporation Branch administers the Canada Business Corporations 
Act (CBCA) and other federal corporation laws, which provide a framework for 
the organization and conduct of business activity through the corporate structure. 
In addition, the Branch is responsible for the protection of investors and creditors 
through the enforcement of statutory disclosure requirements, and the dissemi- 
nation to the public of corporate information filed with the Branch, such as finan- 
cial statements, inside shareholder trading reports and corporate takeover bids. 


7.8 The intellectual property branches, which are Patents, Trade Marks 
and Copyright and Industrial Design, examine and grant patent rights and register 
trade marks, copyrights and industrial designs upon application. The Research and 
International Affairs Branch is responsible for legislative revision, including the 
associated economic and legal research, in the intellectual property and national 
corporate legislation areas. The Research and International Affairs Branch also 
monitors and participates in various international intellectual property conven- 
tions. 


he Except for the Bankruptcy Branch, which operates in offices through- 
out Canada, the majority of Bureau staff is located at the Department's head 
office in Hull. 


7.10 Bureau of Competition Policy. The provisions of the Combines Inves- 
tigation Act are applied by the Director of Investigation and Research, the 
Restrictive Trade Practices Commission (RTPC) and the courts. The Act seeks to 
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eliminate certain practices in restraint of trade, misleading advertising and 
deceptive marketing practices. It also seeks to overcome the adverse effects of 
corporate concentration, to assist in maintaining effective competition. 


7.11 The Assistant Deputy Minister of the Bureau, as the Director of Inves- 
tigation and Research, must initiate an inquiry under the Act when, through a 
complaint or otherwise, he has reason to believe that there has been a violation of 
the Act or that grounds exist for the Commission to make a remedial order on a 
specified reviewable matter. Less often, the Director receives a formal applica- 
tion for an inquiry from six persons in the form of a statutory declaration, and 
there is provision for the Minister to direct that an inquiry be undertaken. In 
carrying out these inquiries, the Director, with the approval of the RTPC, has 
wide powers of search and seizure and authority to compel witnesses to provide 
evidence under oath. The Director may discontinue an inquiry, remit the evidence 
obtained to the Attorney General of Canada for such action as the latter may 
decide to take, or pursue the matter before the RTPC. 


7.12 Under the guidance of the Director, the Bureau conducts its investi- 
gative activities through six branches: Manufacturing, Resources, Services, Regu- 
lated Sector, Marketing Practices, and Research and International Relations. 


7.13 Bureau of Consumer Affairs. The Bureau of Consumer Affairs is 
responsible for ensuring that the interests of consumers are represented in all 
government activities that affect the marketplace and is involved in developing 
and administering programs for consumer protection and information. Approxi- 
mately 80 per cent of Bureau personnel are employed in regional and district 
offices. 


7.14 The Bureau conducts its activities through six branches, including the 
Management Services Branch, which provides the Bureau with assistance in 
planning and control, finance, personnel and administration. The Research and 
Evaluation Branch carries out background research on a variety of consumer- 
related issues, as well as providing research support and policy advice from the 
consumer's point of view. 


7.15 The Legal Metrology Branch examines and approves weighing devices 
and electricity and gas meters used for trade in Canada. It also provides a field 
inspection program to ensure continued accuracy of such devices. The Consumer 
Products Branch, through the development of policies and inspection programs for 
a wide range of food and non-food products, is responsible for preventing fraud 
and deception and ensuring that consumers have accurate and necessary infor- 
mation on the advertising and labelling of such items as food products, textiles 
and precious metals. 
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7.16 The Product Safety Branch develops policies and field inspection 
programs to identify hazards in consumer products and ensures that dangerous 
products are removed from the market. The Branch also provides protection for 
consumers by establishing standards for the control of hazardous products and 
setting information and labelling requirements. The Consumer Services Branch 
provides information and consumer assistance through its programs for dealing 
with complaints and inquiries, and provides funding for consumer groups and 
advocacy. 


Resources 


7.17 The 1980-81 Estimates give the following summary of expenditures, 
revenue and authorized person-years. Revenue arises from inspection, patent, 
trade mark, and other fees, of which the Patents Branch accounted for close to 50 
per cent. All the revenue of the Department is deposited into the Consolidated 
Revenue Fund. 


Authorized 
Expenditures Revenue Person-Years 


(thousands of dollars) 


Bureau of Corporate Affairs $ 20,944 S21, 849 /lL 
Bureau of Competition Policy 9,784 29 
Bureau of Consumer Affairs Sib Wey }.s 1,650 943 
Administration and Other 14,783 1,563 a Tl 


Se70 5109 $ 25,056 rapt ye\ 0) 


7.18 The Department is labour intensive, with 77 per cent of its 1980-381 
expenditures devoted to salaries, wages and contributions to employee benefit 
plans. Owing to the variety of Acts it administers, the Department's staff 
includes a large number of professionals such as lawyers, economists and engi- 
neers, as well as specialized non-professionals. The Department is geographically 
dispersed, with the head office in Hull, five regional offices and several district 
and area offices throughout Canada. Approximately 35 per cent of personnel are 
in the field; of these, 85 per cent are Consumer Affairs Bureau staff. 


Environment 
7.19 The operations of the Department of Consumer and Corporate Affairs 


cover a wide range of diverse activities from the supervision of bankruptcies to 
combines investigation, the incorporation of federal companies to product safety 
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research, and the granting of intellectual property rights in patents and trade 
marks to compliance inspection of weighing devices. 


7.20 The many activities of CCA often require a balancing of opposing 
interests among various parties including federal government departments, 
provincial governments, international agencies and groups in the private sector. 
For example, the interests of creditors and bankrupt debtors are by their nature 
conflicting, as can be those of consumers and the corporate community. Accor- 
dingly, it is essential that program objectives and priorities are clearly established 
and internally consistent and that program activities are adequately co-ordinated. 


7.21 The Department's orientation is primarily regulatory in nature. CCA 
is responsible, or shares responsibility with other departments, for the admin- 
istration of some 60 Acts and more than 170 sets of regulations. Over the past 
ten years, the Department has devoted considerable effort to legislative revision; 
for example, in such areas as bankruptcy, patents, combines investigation, 
business incorporations, and electricity and gas inspection. However, it is a long 
and uncertain process from proposal to ultimate passage of legislation. This 
uncertainty can make it difficult to plan accurately for resource requirements and 
levels of service. 


7.22 Because of the diversity of its operations, the conflicting nature of 
different interests involved, and the broad range of consumers and corporations 
affected by its activities, the Department often finds itself at the centre of 
controversy and in the public eye. Given this environment, an essential element 
for good management control is the provision of adequate mechanisms to gather 
and report accurate, reliable, timely and useful information concerning the 
conduct and results of the Department's various operations and the consistency 
with which its policies are being applied. 


Audit Scope 


7.23 Our comprehensive audit of the Department of Consumer and Corpo- 
rate Affairs included a review of the adequacy of planning processes and 
management controls over CCA's major activities, including internal audit and 
financial management, with emphasis on the quality of information available for 
departmental managers. Also of interest was the information and the systems and 
procedures in place to measure and report on the efficiency and effectiveness of 
the Department's numerous activities. 


7.24 In the Bureau of Corporate Affairs, we concentrated on the 
Bankruptcy, Corporations, and Patents Branches which together account for 84 
per cent of Bureau staff, 82 per cent of expenditures and 81 per cent of revenue 
from Bureau activities. In the Bureau of Competition Policy, we examined the 
management controls in the Combines Investigation branches and the Marketing 
Practices Branch. 
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7.25 In the Bureau of Consumer Affairs, our examination was limited to a 
review of the progress made in addressing the effectiveness evaluation 
weaknesses identified in the Study of Procedures in Cost Effectiveness (SPICE), 
reported in our 1978 Report. These weaknesses were in the Bureau's regulatory 
activities, which account for 67 per cent of its expenditures and 80 per cent of its 
personnel. 


7.26 In the Personnel Branch, our examination included a review of the 
progress made by the Department in addressing recommendations from our 1978 
payroll costs management study. 


7.27 We were able to review the approved IMPAC Action Plan for CCA 
during the final stages of our comprehensive audit and have taken management's 
planned corrective action into consideration in reporting the findings and recom- 
mendations arising from our audit. 


7.28 Finally, we identified some features of the Department's programs 
that we believe should be highlighted in the revised Estimates so that Members of 
Parliament can better assess the Department's requests for resources, allocation 
of resources, and accomplishments from the use of resources. 


Summary of Audit Observations 


7.29 The Department of Consumer and Corporate Affairs was created by 
the amalgamation of a number of independent programs affecting a wide 
spectrum of the Canadian marketplace. These programs involve the develop- 
ment, enforcement and evaluation of legislation and regulations, with the bulk of 
resources being spent on the enforcement activity. 


7.30 At its inception in 1967, the Department's structure was a conglom- 
eration of independent activities. Since then it has evolved into a multi-divisional 
department with a single parliamentary appropriation. The Department has been 
faced with such influences as increasing and conflicting consumer and corporate 
needs and demands, the impact of rapidly advancing technology, frequent turnover 
of senior management, government imposed resource restraints and increased 
pressure for accountability. 


7.31 The strategic direction and guidelines provided by senior management 
to the Bureau and Branch managers for preparation of multi-year and current- 
year operational plans were both comprehensive and timely. However, the quality 
of the planning information developed at the Bureau and Branch levels varied. In 
some cases, it was so incomplete that it was susceptible to misinterpretation. In 
others, it required only minor improvements. For example, in several activities, a 
clear definition of program clientele and their needs had not been identified or 
taken into account, the costs and benefits of alternative strategies had not been 


165 


Department of Consumer and Corporate Affairs 


assessed, and the effects of overlapping or conflicting activities within the 
federal government or in the private sector had not been identified or analysed. 


7.32 For many of the Department's program objectives, management had 
failed to specify what was to be achieved in a way that would provide a basis for 
accountability for the use of public funds. Further, the validity and reliability of 
some of the effectiveness measures that were in place required improvement. 


7.33 Some of the systems of performance measurement, particularly in the 
Bankruptcy and Corporations Branches, failed to take into account the quality and 
level of service provided, as well as the different work content of various 
activities and, in some cases, the reduction in work content. As part of the 
IMPAC action plan, the Department has begun a multi-year project to revise 
these performance measurement systems. 


7.34 The Department was aware of its weaknesses and deficiencies and had 
made efforts to overcome them. For example, there was a marked improvement 
in the quality of the work of the internal audit group and in its effectiveness as a 
management tool. Similarly, financial management and controls in the Depart- 
ment were generally adequate, and those weaknesses that had been previously 
identified were being corrected satisfactorily. 


7.35 In the Bureau of Corporate Affairs, Bankruptcy Branch management 
did not make good use of the findings resulting from the auditing and monitoring 
of individual private sector trustees to identify opportunities for improvement in 
the bankruptcy system as a whole. Also, in our view, the procedures that the 
Branch had in place for collecting and internally reporting information on the 
costs of administering bankruptcies did not facilitate monitoring of and accoun- 
ting for the overall performance of the bankruptcy system. 


7.36 In 1979, the Bankruptcy Branch began to reassess and redesign its 
enforcement strategy for detecting fraud and abuse. However, at the time of our 
audit, the Branch had still not clearly defined or documented the abuses which it 
intended to combat. 


7.37 The Corporations Branch, which is required under the Canada Business 
Corporations Act (CBCA) to disseminate to the public information on corporate 
activity, had no reliable data concerning who received or used the information, 
how they used it, or what value it had. The Branch had not assessed the availabi- 
lity of this type of information from other sources. In addition, because of the 
imprecise definition of the environment within which the Branch operates, the 
extent to which disclosure requirements of the CBCA were achieved could not be 
assessed. These difficulties have resulted in the lack of a firm basis for making 
important operational decisions. The Director of the Corporations Branch has the 
authority to grant exemptions, under certain circumstances, from the filing 
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requirements of the CBCA. However, the Branch had not clearly specified or 
documented exemption criteria to be used in reviewing applications for exemp- 
tions. Further, there was no documented system to ensure that exemption 
criteria were being applied consistently. The Branch had established a number of 
case precedents; however, effective use of these appeared to depend on the 
memories of key personnel. 


7.38 The Patents Branch, in response to management initiatives and inter- 
nal audit recommendations, has conducted a comprehensive review of manage- 
ment controls related to both the quality and efficiency of its operations. It has 
recognized the nature of its difficulties and is taking corrective action to improve 
the quality of these controls. 


7.39 In the Bureau of Competition Policy, whenever the Director of Investi- 
gation and Research has reason to believe that violations of the Act have 
occurred, he must commence an investigation, and it is the Bureau's responsibility 
to assign priorities and allocate resources among various inquiries. However, no 
clear guidelines had been developed to assist managers in making such decisions. 
As a result, there was no assurance that key factors were considered. This 
situation increased the risk that investigative resources might not be used cost- 
effectively. Over 40 per cent of investigations had not been completed by the 
target of 18 months and some were behind by as much as 43 months. 


7.40 In the Bureau of Consumer Affairs, our follow-up work indicated that 
operating objectives had been translated into measurable terms. In addition, the 
Product Safety and Consumer Products Branches had made some progress toward 
developing reliable measures of program effectiveness in reducing economic loss 
to buyers and sellers. The Legal Metrology Branch, however, had not done so. 


7-41 Our review of the Personnel Branch indicated also that, with a few 
exceptions, action had been taken to correct the deficiencies identified in our 
1978 payroll costs management study. We found, however, that there was no basis 
for ensuring that human resource plans reflected the needs of the operational 
managers. In the training area, the budgeting process caused delays of a year or 
more before individual training needs were met. 


Observations and Recommendations 


7.42 This section outlines our observations and recommendations per- 
taining first to the department-wide issues of planning, performance measure- 
ment, effectiveness evaluation, internal audit and financial management and 
control and then to issues specific to the Bureaux of Corporate Affairs and 
Competition Policy. We next comment on our follow-up of audits we conducted in 
the Department that have not previously been included in annual Reports, except 
as part of a government-wide study of the areas concerned. These include the 
1978 SPICE report on the regulatory activities in the Bureau of Consumer Affairs 
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and the 1979 payroll costs management report on human resource planning, 
training, and human resource information systems. Lastly, we comment on areas 
that we suggest should be highlighted in the revised Estimates. 


Planning 


7.43 In our audit of planning, as well as in our audits of performance 
measurement and effectiveness evaluation, we reviewed the adequacy of infor- 
mation available to departmental managers and the extent to which this infor- 
mation assisted managers to give due regard to the economic and efficient use of 
public funds. We also reviewed the accountability relationships within the 
Department, the adequacy of strategic and directional information from senior 
management to line managers, and the adequacy of information on performance 
and accountability available to senior managers. Among others, we examined the 
following documents: Departmental Planning Cycle, Guidelines for Planning, the 
Strategic Overview prepared for 1982-83, multi-year operational plans, and 
various operational reports and other planning documents. 


7.44 During the previous year, senior management had made significant 
improvements in the departmental planning process to provide information to the 
Bureaux concerning ministerial and departmental priorities and strategies, 
assumptions about legislative changes, opportunities, risks, and funding levels, and 
guidelines for preparing operational plans. In our opinion, this information was 
adequate for planning purposes. For example, the Strategic Overview prepared 
for 1982-83 and guidelines for preparing multi-year and current-year operational 
plans were both comprehensive and timely. 


745 However, the quality of the plans prepared at the Bureau and Branch 
levels varied. In some cases, they were so incomplete, as to be susceptible to 
misinterpretation. In others, they only required minor improvements. In 
particular, information on program environment and the analysis of such informa- 
tion were generally inadequate. For example: 


- There was not always a clear identification of intended clients or 
recipients or their needs in the Bankruptcy Debtor Service and 
Corporations Compliance programs. 


- Problem areas and the nature, magnitude and location of the 
problems to be addressed in Product Safety and Competition 
Policy programs had not been determined. 


- Costs, benefits and implications of alternative strategies for 
program delivery had not been sufficiently analysed. There was 
no evidence that quality, level of service and security had been 
assessed in Patents, Electricity and Gas, Corporations and Trade 
Marks programs where delegation of authority to the private 
sector had been considered. 
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- The impact of legislative and policy changes on work procedures, 
program delivery, quality and level of service and resource 
requirements had not been adequately or systematically 
analysed. 


- The aims and effects of overlapping or conflicting programs and 
activities in the federal government or the private sector had 
not been compared and analysed so that appropriate co- 
ordination of efforts could be established. 


We also observed that, although progress had been made in incorporating a basis 
for comparing results with plans in some programs, this had not been done for 
others, thereby limiting CCA's ability to assess performance. 


7.46 The Department should ensure that branch managers identify, analyse 
and use information on environmental and other factors relating to their programs 
in developing branch plans and priorities. 


Performance Measurement 


7.47 Although the Department's IMPAC Action Plan identified a project to 
carry out a review of performance indicators for effectiveness and quality and 
level of service at the activity and sub-activity levels, it did not address 
opportunities for improvement in efficiency measures. 


7.48 For certain programs, output measures were not representative of the 
work performed. For example, the number of new incorporations, which the 
Corporations Branch uses as a measure of output, is the work of the Incorporation 
Division, which accounts for 53 per cent of total person-years within the Branch. 
The Bankruptcy Branch uses the number of bankruptcy cases as a measure of 
output; however, no allowances were made for the different work content of 
commercial and consumer bankruptcies. Consumer bankruptcies require only 
about a third the labour input that goes into commercial bankruptcies. These 
output measures also made no allowance for the fact that some of the work, such 
as name searches for incorporations and trustee functions for consumer bank- 
ruptcy cases, had been assumed by the private sector, thereby reducing the 
demands on the Department's workforce. As a result, actual increases in 
efficiency have not been as great as those reported. 


7.49 The Department requires each Bureau to report quarterly to the 
Deputy Minister on performance results as well as planned and actual expendi- 
tures. We found that these reports, in some cases, were unwieldy, incomplete and 
did not provide explanations of changes in performance or, for reasons outlined 
previously, did not contain adequate measures of performance for review by 
senior management. 
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7.50 In its review of performance measurement systems, the Department 
should ensure that the output measures reflect the different work content of all 
activities and take into account major changes in work procedures. 


751 The Department should refine the form and content of Bureau 
quarterly reports to ensure that information is presented in a more concise 
manner with meaningful explanations of changes in performance. 


Effectiveness Evaluation 


7.92 We reviewed the way in which the Department's evaluation and 
regulatory review processes are carried out and managed as a basis for deter- 
mining the extent to which satisfactory procedures existed to measure and report 
the effectiveness of its programs. 


7.53 The Department is in the process of establishing a program evaluation 
function in accordance with the guidelines set out by the Office of the Comptrol- 
ler General. The responsibility for program evaluation, including regulatory 
review, has been assigned to the Director General, Co-ordination. A depart- 
mental program evaluation policy has been drafted and approved by the manage- 
ment committee, but had not been promulgated by the scheduled date of April 
1981. The development of a program evaluation plan was scheduled to be 
completed by September 1981. 


754 Some effectiveness measurement and related studies have been done 
by the research branches of the Bureaux, the Department's internal audit group, 
or by external agencies such as the Economic Council of Canada. Based on 
certain of these studies, some potential changes are being considered. These are 
aimed at improving compliance and program impact, facilitating enforcement and 
enhancing the cost-effectiveness of administration. Many of these changes would 
require revisions in legislation and regulations. Accordingly, the Department has 
made proposals for changes in legislation in such areas as bankruptcy, combines 
investigation, patents, and electricity and gas meter inspection. In addition, the 
Department has embarked on a four-year review of all the regulations it 
administers to find opportunities to simplify them and determine whether all are 
serving the purposes for which they were originally designed. 


7.55 Many CCA program objectives were not specific enough to permit 
measuring the degree to which they were being achieved. Thus, the objectives did 
not provide a clear basis for holding the Department accountable for the use of 
public funds allocated for this purpose. In addition, there is a problem in deter- 
mining the extent to which the achievement of an objective can be attributed to 
any one program or even to any one department. For example, the Patent 
Branch's objective is "to encourage invention, innovation and creativity in 
Canada", and the Consumer Affairs Bureau's objective is "to foster the consumer's 
right to safety, to information and fair dealing, and to be heard". Achieving these 
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and other objectives requires co-operation and co-ordination with many other 
government departments and agencies, as well as private sector organizations. 
Consequently, it is difficult to determine what portion of the achievement of 
objectives can be attributed to CCA programs. 


7.56 The Department should ensure that its objectives are translated into 
operational terms that will facilitate measurement, where feasible, of the extent 
to which departmental programs contribute to these objectives. 


rey / The validity and reliability of some of the effectiveness measures in 
place needed to be improved. For example, for the Debtor Service program, the 
Bankruptcy Branch used as a measure the actual number of insolvent consumer 
debtors who have been provided with relief and rehabilitation, compared to the 
estimated number of insolvent consumer debtors who should have been rehabili- 
tated. The estimated number of these debtors is not reliable because the Branch 
had no criteria for determining which applicants for bankruptcy should be 
provided with relief and rehabilitation and which should not. We believe that it is 
important to have a more realistic estimate of the number of insolvent consumer 
debtors not only for effectiveness measurement, but also for determining the 
most appropriate level of service and deciding on resource allocations. 


7.58 The Weights and Measures Division of the Legal Metrology Branch 
used the number of errors detected in weighing devices as a measure of the 
effectiveness of their inspection services. While this type of yardstick measures 
the number of errors detected, it does not measure their significance in terms of 
economic loss to consumers and the business community. Consequently, the 
usefulness of these indicators to measure results and to improve program effec- 
tiveness has been limited. 


7.59 Poor data bases have been a major constraint to developing satisfac- 
tory measures of effectiveness for some programs such as Patents, Bankruptcy 
and Competition Policy. Constraints of this kind highlight the need to assess CCA 
programs to determine those for which effectiveness measurement and evaluation 
can be reasonably implemented and cost-justified. 


7.60 Management of some programs, including Consumer Products and 
Patents, have taken steps to improve the quality of the effectiveness indicators 
and the data base used in measuring the effectiveness of their programs. 


7.61 As part of the implementation of the program evaluation plan, once it 
is developed and approved, the Department should undertake evaluation assess- 
ments aimed at identifying those program components for which evaluation 
studies can be reasonably implemented and cost -justified. 
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Internal Audit 


7.62 The Department's internal audit is performed by the Operations 
Review group, which for administrative purposes is included in the Co-ordination 
Directorate. The Director of Operations Review reports direct to the Deputy 
Minister, who also acts as Chairman of the Departmental Audit Committee. 


7.63 The Director of Operations Review is responsible for a staff of nine 
professionals and two administrative employees. The 1980-81 authorized budget 
for internal audit was $464,000, including professional fees for audit work done by 
outside consultants. In addition, provision is made for the secondment of other 
departmental personnel from time to time. The Operations Review group is 
responsible for compliance reviews of financial, administrative, personnel and 
other functions, including determining the extent of compliance with prescribed 
policies and procedures. In addition, the group is responsible for operations 
reviews of the Department's management and administrative processes, from the 
determination of policies and objectives through to the conduct of operations. 
Operations reviews also include appraisals of whether satisfactory procedures to 
measure effectiveness exist. 


7.64 As part of a government-wide study in 1978, our Office reviewed the 
internal audit function in the Department. The purpose of the study was to assess 
the extent to which government received value for money spent on internal audit 
activities. The study identified several weaknesses and concluded that the 
internal audit function was not adequate to provide an independent and systematic 
examination of the Department. In September 1979, the Office of the Comptrol- 
ler General began an IMPAC survey in CCA to identify, among other things, the 
current state of management practices in internal audit, to support the develop- 
ment of an action plan for the correction of the identified deficiencies and to 
monitor implementation of the plan. 


7.65 In our examination of the internal audit function, we reviewed our 
1978 findings and the Comptroller General's findings to determine the extent to 
which the group had addressed and corrected deficiencies. 


7.66 The Department had made considerable progress toward implementing 
all our major recommendations and overcoming weaknesses identified by the 
Comptroller General on the issues of organizational independence, mandate and 
audit practices. The organization and reporting arrangement of the Operations 
Review group provide a satisfactory degree of independence and objectivity in its 
reviews of all operations in the Department. 


7.67 Our review of the internal audit work indicated that management 
controls over the compliance and operations reviews were satisfactory, that the 
work was well planned and executed, and that the format of reports provided for 
adequate disclosure of audit scope and results. In addition, we found that work 
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had been carried out and documented in compliance with generally accepted 
standards and that the reporting process had been amended to provide for faster 
publication of final reports. 


7.68 The Consumer and Corporate Affairs Audit Committee was formed 
after 1978 and is composed of the members of the Departmental Management 
Committee chaired by the Deputy Minister. The Committee is responsible for 
reviewing internal audit plans, reports and implementation of recommendations. 


7.69 In our opinion, the Operations Review group was an example of a good 
comprehensive internal auditing function and appeared to be serving as an effec- 
tive control for departmental management. In addition, we believe that this 
Office can place a high degree of reliance on the work of the group. 


Financial Management and Control 


7.70 The Director of the Finance Branch is responsible for the quality and 
reliability of all financial management and control systems including budgetary 
systems. The Director reports to the Director General, Finance and Administra- 
tion who reports directly to the Deputy Minister. The 1980-81 authorized budget 
for the Finance and Administration Directorate was $5.9 million and 180 person- 
years. 


7.71 In addition to our current review of financial management controls, we 
followed up the recommendations outstanding from our 1975 Financial Manage- 
ment and Control Study on the Department and found that all of them had been 
addressed satisfactorily. We concluded that financial management controls, 
including those over expenditures and revenue, were generally adequate; however, 
there were some weaknesses in the financial information system and in manage- 
ment reports. For example, financial and operational planning and control reports 
were not integrated to provide senior management with the information to 
compare actual program progress against plans. The Department was aware of 
these weaknesses and had developed an action plan to implement improvements. 


Bureau of Corporate Affairs 
7.72 Within the Bureau of Corporate Affairs, as noted in the audit scope, 
we concentrated our audit work on the Bankruptcy Branch, the Corporations 
Branch and the Patents Branch. 
Bankruptcy Branch 
7.73 The Bankruptcy Branch is the administrative designation for the 


Office of the Superintendent of Bankruptcy. The Superintendent is generally 
responsible for the administration of the Bankruptcy Act, and his role includes the 
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provision of policy advice to the Government concerning the design of the bank- 
ruptcy system. The objective of the Branch, as stated by the Department, is to 
promote confidence in, and to protect the integrity of, the credit system in 
Canada by ensuring efficient administration of bankruptcies by competent 
trustees and by ensuring fairness and equity for creditors. 


7.74 The total number of bankruptcies in 1980 was 27,620, of which 6,595 
were business bankruptcies and the remainder were individual consumer bank- 
ruptcies. Total assets and liabilities liquidated under the Bankruptcy Act 
amounted to $434 million and $1,198 million respectively. The Branch was 
responsible for the licensing and overall supervision of the work of 506 individual 
trustees and 53 corporate trustees, all from the private sector. 


7.75 We reviewed the suitability of the information base used by the Branch 
to control the quality and costs of estate administration and to combat offences 
against and abuses of the credit system. In addition, we reviewed the procedures 
used to measure and report on the efficiency of Branch operations. 


7.76 Quality of bankruptcy administration. The duties of the trustee-in- 
bankruptcy relate to the often tangled affairs of debtors and normally include 
receipt and review of claims against bankrupts, preparation of inventories of 
assets, sales of assets and distribution of the proceeds. They can also include 
reviewing pre-bankruptcy transactions, operating a debtor's business on a short- 
term basis, attaching income or assets acquired after bankruptcy for the benefit 
of creditors, and making recommendations to the courts concerning timing or 
other conditions of discharge of bankrupts. The effectiveness of the bankruptcy 
system depends heavily on the quality of the trustees' exercise of their profes- 
sional responsibilities. 


7.77 Within the framework of the Bankruptcy Act and Rules, trustees are 
directed by inspectors appointed by the creditors. In addition, the Superintendent 
of Bankruptcy is generally responsible for supervising the administration of bank- 
ruptcies. Since the mid-1960s, the Superintendent has taken important steps to 
strengthen the qualifications and performance of trustees by raising licensing 
standards, encouraging a national professional association, and ensuring closer 
day-to-day liaison with trustees. 


7.78 In addition, there have been substantial changes in the Bankruptcy 
Branch's review of the quality of bankrupt estate administration. Instead of main- 
taining detailed scrutiny of documents relating to the administration of each 
estate, the Branch now conducts in-depth financial and operational audits of each 
trustee's practice every three to four years, and district offices have special 
monitoring programs for new trustees and others whose work requires attention in 
Specific areas. 
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4h Although these new surveillance techniques are more cost-effective 
than previous methods for identifying and correcting individual problems in estate 
administration, the results of the Branch's auditing and monitoring of trustees 
have not been consolidated and analysed to identify the nature and extent of any 
major weaknesses in the bankruptcy system as a whole. 


7.80 Even though the Superintendent and his key officers receive a certain 
amount of formal and informal information about the quality of bankrupt estate 
administration, we believe that summarizing and analysing the findings of the 
auditing and monitoring of individual trustees' performance would result in a 
number of improvements to the management process. For example: 


- permanent records of system performance could be maintained, 
reducing reliance on the memories of individuals; 


- potentially serious or recurring problems could be identified to 
aid in setting Branch priorities on trustee audits and monitoring; 


- weaknesses in estate administration could more reliably be 
linked to specific district offices, thereby pinpointing the need 
for corrective action; and 


- overall quality of bankrupt estate administration could be repor- 
ted to senior departmental management. 


7.81 The Bankruptcy Branch should consolidate the results of trustee audits 
and monitoring to identify the areas of bankruptcy administration that need 
improvement. 


7.82 Costs of estate administration. The costs of administering estates in 
bankruptcy consist primarily of trustees' fees and expenses which are paid out of 
the realization of estate assets. The primary responsibility for controlling these 
costs rests with the creditors, and the courts are responsible for reviewing and 
approving the estate accounts rendered by trustees, including bills submitted for 
fees and expenses. 


7.83 The Superintendent's objective of ensuring maximum returns to credi- 
tors includes a concern for the efficient administration of bankruptcies and 
reasonableness of trustees' fees and expenses. The Superintendent advises on the 
suitability of the bankruptcy law and procedures, the form in which trustees' 
accounts are to be presented, the level of solicitors' fees below which the courts 
need not review the bills of costs, and the tariff schedules applicable to trustees. 


7.84 The official tariff of trustees' fees for business bankruptcies was set in 
the Bankruptcy Act of 1949, based on 7.5 per cent of the realizations from the 
sale of assets after distributions to secured creditors, or such other amount as 
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may be allowed by the court. In 1973, the Superintendent established the 
consumer bankruptcy tariff at $500. These tariffs are generally regarded as 
outdated and are exceeded by a wide margin. In recent years, the ratio of 
trustees' fees and expenses to realizations has increased considerably. 


7.85 Although the Branch lacked specific data to explain this increase, the 
Superintendent considers that a major factor in the growth of this ratio is the 
general strengthening of the position of secured creditors in business bankruptcies 
through the more frequent use of broader and more valid security instruments, 
resulting in less unsecured assets available for distribution. Liquidation of the 
assets covered by such instruments generally occurs with the appointment of a 
trustee to act as a receiver on behalf of a secured creditor and before formal 
bankruptcy proceedings are begun. Thus unsecured assets, on which the trustee 
tariff of 7.5 per cent was based, have become a much smaller portion of the total 
assets of a bankrupt than they were at the time the tariff was originally 
established. We understand that proposed changes to the Bankruptcy Act, 
bringing these receiverships and liquidations, in addition to formal bankruptcies, 
under the Superintendent's purview, would enable him to obtain reliable informa- 
tion on the volume, value and costs of all liquidations. 


7.86 The Bankruptcy Branch did not have reliable information in its records 
on which to base tariff recommendations. For consumer bankruptcies this was 
due in part to inconsistencies in the way trustees and district offices reported 
costs when proceeds from the sale of assets were insufficient to cover trustee 
billings, resulting in an upward bias in reported costs, although the extent of the 
distortion was not known. We noted that this situation also resulted in an oversta- 
tement of the actual realizations in consumer bankruptcies. 


7.87 In evaluating existing and alternative ways of administering bankrupt- 
cies, the Branch did not obtain information on trustees’ fees, as distinct frorn 
expenses, and summarize and analyse these together with the internal costs of the 
Branch for all bankruptcies. Thus, in our opinion, the procedures in place for 
collecting and reporting information on estate administration costs did not facili- 
tate monitoring of and accounting for overall system performance. 


7.88 We recognize that the subject of fees and expenses is a difficult and 
sensitive one and that excessive zeal in attempting to reduce costs below a 
reasonable level could jeopardize the continued interest of trustees in bankruptcy 
estate administration. Bankruptcy Branch management has informed us that it 
will continue to discuss the costs issue with the courts, to review the tariff for 
bankruptcies, and to develop a more detailed format for the presentation of 
accounts. 


7.89 The Bankruptcy Branch should ensure that its records of trustees’ fees 
and expenses are accurate and utilize this information to assess the appropria- 
teness of the current tariff and, if warranted, propose revisions. 
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7.90 Preventing fraud and abuse. A major responsibility of the Bankruptcy 
Branch is to protect the credit system and bankruptcy proceedings from fraud and 
other abuses. The Branch's detection efforts include examining debtors under 
oath, contacting creditors, debtors' employees, trustees and others, and reviewing 
books and records. The Branch no longer engages directly in full-scale criminal 
investigations; these are carried out by the RCMP on behalf of the Superin- 
tendent. 


fe DI In 1974, the Branch developed a method for selecting bankruptcies for 
investigations of possible fraud and abuse, and for determining which techniques 
to use and how much staff time to devote to each case. The method was 
developed without a solid base of information, such as the probability of fraud in 
various categories of bankruptcies, the size of such frauds, and the cost- 
effectiveness of alternative ways of detecting them. 


7.92 We found that, although several reviews of this enforcement strategy 
had been initiated since 1974, the Branch had not clearly defined the abuses which 
it intended to combat or determined whether its investigations had been effec- 
tive. 


7.93 In June 1979, the Branch began to reassess and redesign its enforce- 
ment strategy for detecting fraud and abuse with the intention of making some 
changes in policy. For example, detection previously began with the examination 
of debtors under oath, supplemented by other steps as appropriate. Under the new 
policy, contact with creditors is the basic detection technique, with other steps to 
follow, depending on the circumstances. Examinations under oath are used in only 
10 per cent of consumer bankruptcies and approximately 50 per cent of commer- 
Cial cases. 


7.94 The Bankruptcy Branch should identify abuses to be prevented and 
their magnitude, and establish the priority for addressing them. 


7.95 Efficiency. The Bankruptcy Branch has taken a number of steps to 
reduce its labour costs. For example, the administration of consumer bankrupt- 
cies has been turned over to the private sector and the Branch's role now Consists 
mainly of processing initial documentation and referring cases to private sector 
trustees for administration. In addition, operations such as the monitoring of the 
quality of bankruptcy administration have been streamlined. 


7.96 Using its efficiency measurement system, the Branch has reported 
steady increases in productivity, averaging about 22 per cent a year between 
1976-77 and 1980-81. We found that the measurement system tended to 
exaggerate increases in efficiency. 
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7.97 The Branch uses either a consumer or business bankruptcy filed as its 
unit of output and measures efficiency by the person-hours and dollar cost 
required to process a bankruptcy. We found that the number of bankruptcies did 
not properly reflect the workload of the Branch. This output measure did not 
allow for differences in work content or the changes in the mix of cases that 
made up the Branch workload. Branch management informed us that a consumer 
bankruptcy requires only about one-third the time needed to process a business 
bankruptcy and also that the proportion of consumer bankruptcies increased from 
about half the total in 1971 to about three-quarters in 1980. The efficiency 
measures did not take this change into account by weighting the outputs for the 
relative amount of effort that goes into each type of bankruptcy. Furthermore, 
the measure made no allowance for the major reduction in work content of cases 
that resulted from turning portions of the work over to the private sector. 
Consequently, these measures did not provide a reliable indication of how effi- 
ciently the Branch was operating. 


7.98 At the district office level, the Bankruptcy Branch operational plans 
indicated that unit time and cost standards for such operations as registration of 
files, referrals to trustees and detection activities had been developed. However, 
the performance measurement system did not routinely monitor results against 
these standards. This hampered early identification of areas requiring corrective 
action. 


7.99 In addition, although the Branch measured the quality of its Debtor 
Service program by the amount of time taken to refer an insolvent debtor to a 
trustee, it did not measure the quality of the Branch's output as a whole. 


7.100 The Bankruptcy Branch should ensure that its performance measure- 
ment system utilizes units of output that are representative of the total Branch 
workload and provides for regular comparisons of results against standards or 
plans. ; 


Corporations Branch 


7.101 In 1980-81, the Corporations Branch budget was $1.4 million and 69 
person-years. The Incorporation Division of the Branch is engaged in the incorpo- 
ration of companies and the management of the corporation name-search activity. 
The operation of the name-search activity, has, to a large extent, been turned 
over to the private sector. The Compliance Division is responsible for collecting 
and disseminating to the public information required to be filed under the CBCA, 
for issuing exemptions from various CBCA requirements, for conducting inquiries 
one Baye stisa tons into corporate misconduct and for enforcing compliance with 
the.Act. 


7.102 We concentrated our audit work in the Compliance Division on the 
management systems used to plan, control and evaluate the corporate disclosure 
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activity and the issuance of CBCA exemptions. In addition, we reviewed the pro- 
cedures used to measure and report the efficiency of Corporations Branch oper- 
ations, particularly the use of historical trends for planning and accountability 
purposes. 


7.103 Corporate disclosure. The CBCA is a complex piece of legislation, 
requiring Corporate managers to meet a number of obligations to investors, 
government, other specific groups, and to the public generally. One of these 
obligations is to disclose information to the Branch on corporate activity, such as 
financial results and inside shareholder trading. 


7.104 There are more than 80,000 companies incorporated under the CBCA 
and it is thus difficult to ensure full compliance with the law. The Department 
relies largely on the self-enforcing aspects of the Act; that is, aggrieved parties 
such as minority shareholders may initiate complaint action with the Department 
or through the courts. With regard to the Act's disclosure requirements, the 
Branch performs an active role such as conducting informal inquiries into 
corporate misconduct; however, we found that the Branch lacked certain basic 
management information needed to develop an appropriate management system 
for planning, controlling and evaluating its activities. 


7.105 The Branch had no reliable data concerning who received or used the 
corporate information that it disclosed, how they used it, or what value it had to 
its users. Neither had the Branch clearly defined who should receive this infor- 
mation. Further, the Branch had no method of assessing the availability of corpo- 
rate information from other sources, of the disclosure requirements imposed 
under provincial legislation or of the extent of compliance enforcement at the 
provincial level. Because of this imprecise definition of the environment within 
which the Branch operates, the extent to which the disclosure requirements of the 
CBCA are achieved could not be assessed. The Branch's capacity to recommend 
appropriate legislative and regulatory changes, for either disclosure or enforce- 
ment purposes, has not been developed. Further, the Branch's direct contribution 
to corporate disclosure cannot be determined, and efforts to establish enfor- 
cement priorities and to plan personnel requirements cannot be based on reliable 
empirical data. 


7.106 These difficulties, in turn, have resulted in the lack cf a firm basis for 
making important operational decisions. For example, a sound environmental 
assessment would improve the Branch's ability to decide which indicators to use in 
measuring compliance, what level of compliance is cost-justified, how active the 
information verification and dissemination functions should be, and what would 
constitute an appropriate number and level of staff to achieve specified goals. 


7.107 To determine Branch priorities and personnel needs and to provide a 
basis for developing appropriate management systems for planning, controlling 
and evaluating its activities, the Corporations Branch should: 
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- clearly identify the users of corporate information supplied by 
the Branch and the nature of their needs; 


= determine the availability of corporate information from sources 
other than the Branch; and 


= determine the degree of non-compliance with all disclosure and 
filing requirements under the CBCA. 


7.108 Exemptions. The CBCA makes provision for exemption from certain 
of its regulatory requirements. Some exemptions may be granted only by the 
courts; others are within the authority of the Director of the Corporations 
Branch. During 1980-81, the Corporations Branch approved 372 exemption appli- 
cations under the CBCA and another 33 under the now repealed Canada Corpora- 
tions Act. 


7.109 Within the framework of the CBCA and its regulations, the Director 
has some latitude in determining the circumstances under which exemptions or 
partial exemptions are warranted. This discretion is broader in respect to certain 
requirements, such as financial disclosure, than it is for others. We examined the 
extent to which the Branch had established criteria and review procedures for 
making exemption decisions. 


7.110 We found that one official policy statement on CBCA exemptions had 
been published and related to the need for insider shareholders to file trading 
reports. Except for this policy statement, another released in draft form and the 
regulations themselves, the Branch had not clearly specified or documented the 
exemption criteria to be used in reviewing applications for exemption. Further, 
there was no documented system in place to ensure that those exemptions criteria 
that did exist were being applied consistently. 


7.111 The Branch had established a number of useful case precedents 
covering most types of exemptions; however, effective use of these appeared to 
depend on key personnel staying with the Branch. A set of proposed policy papers 
on a number of exemption types was prepared in early 1980, but these had not 
been refined or formally adopted. In addition, we were informed that documen- 
tation of the decision-making process had begun but, because of workload 
pressures, the task had not been completed. 


7.112 In our opinion, the absence of well documented decision criteria and 
review procedures increases the risk that the quality of the exemptions process 
could suffer. We recognize that the exercise of judgement and discretion will 
always be required in reviewing exemption applications. It would not be possible 
or even desirable to specify all the conditions that shape decisions in unique 
circumstances. Nevertheless, some provincial securities commissions have been 
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successful in clarifying the criteria to be used in comparable exemptions 
processes. 


7.113 The Corporations Branch should document exemption criteria and the 
procedures for the review of exemption applications and monitor their use. 


7-114 Efficiency. For reporting to senior management, the Corporations 
Branch calculates its efficiency by relating total Branch resources expended to 
the number of new incorporations handled by the Incorporations Division. 
However, only 53 per cent of total Branch person-years are employed in that 
Division; 47 per cent are employed in the Compliance Division ensuring 
compliance with various laws governing incorporations. In recent years, the 
nature and work content of new incorporations handled in the Incorporation 
Division has changed because the corporation name-search activity has largely 
been turned over to the private sector. 


7.115 Although the Branch's monthly operational reports showed the number 
of outputs produced by both Divisions, the efficiency of the whole Branch was 
calculated only on the outputs produced by the Incorporation Division. Thus, 
Branch management is not in a position to make sound judgements about the 
productivity of the Branch and there is also a danger that operational plans will be 
based on inadequate workload data. 


7.116 To improve its efficiency measurement procedures, the Corporations 
Branch should ensure that all key Branch outputs are represented in efficiency 
calculations and that major changes in the work procedures and work content are 
taken into account. 


Patents Branch 


7.117 The Patents Branch is responsible for administering the Patent Act 
and Patent Rules. The Branch's principal functions are to grant patents to 
inventors, issue compulsory licences, and inform the public about patent protec- 
tion and the technical content of patents. The ultimate objective of the Patents 
Branch is to encourage invention and innovation in Canada. 


7.118 In 1980-81, the Branch operated with a budget of $8.9 million and 362 
person-years, and estimated fee revenue amounting to $12 million. The Branch 
processes between 26,000 and 30,000 patent applications each year. Fees are 
charged for most of its services, and the revenue collected more than covers the 
Branch's direct costs of operation. 


7.119 We examined the suitability of the management controls used by the 
Patents Branch to ensure the quality of patent examination and classification. In 
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addition, we reviewed the procedures used to measure and report on the effi- 
ciency of its operations and on the Branch's effectiveness in achieving its objec- 
tives. 


7.120 Quality control. In addition to its administration and support staff, 
the Patents Branch employs 116 engineers, physicists and chemists in the examin- 
ation of patent applications. Another 19 professionals maintain a complex patent 
classification system with over 34,000 sub-classes. To a great extent, the quality 
of the Branch's output depends on the suitability of the classification system for 
searches of existing technology and on the skill of examiners in making compli- 
cated technical and legal judgements. 


7.121 Patent applications are examined to determine if the subject matter is 
patentable, if the invention disclosed is new and useful, and if sufficient inventive 
ingenuity is evident. Branch managers point out that most of the applications 
appear to make claims that are broader than are justified. Another difficulty is 
that, to be patentable, inventions must involve advances that are not obvious to 
persons skilled in the relevant technology. In areas of disagreement, the role of 
the examiner is to deal with the applicant or his agent to achieve appropriate 
amendments to the application. The examiner tries to ensure that the applicant 
secures a valid patent and that the rights of the applicant are properly balanced 
with the interests of other patent holders and the public. 


7.122 At the time of our audit, both the Department's internal audit group 
and the Patents Branch had identified certain quality control weaknesses in the 
Branch's operations. Since mid-1980, the Patents Branch has made substantial 
progress in establishing improved quality control systems. A comprehensive 
review of quality-related management controls has been conducted, and major 
steps have been taken to monitor and raise the quality of Branch work processes 
and output. We are satisfied that the Patents Branch has recognized the nature of 
the deficiencies in its systems and has taken constructive action to resolve them. 


7.123 Efficiency. When the Branch's performance measurement system 
indicated a 7.4 per cent efficiency decline in 1979-80 attributable to an inter- 
national decline in patent applications, management took steps to redress the 
situation by resource reduction through consolidating activities, reduction of 
search and examination time, and placing more reliance on outside proven sources 
including work that had been done by patent examiners in the United States. In 
addition, the Branch participated with the private sector in developing a compu- 
terized search and retrieval information system. The Branch reported a 1.6 per 
cent efficiency improvement in 1980-81 and has set a target of 15 per cent impro- 
vement for 1981-82. However, we found that the Branch's performance measure- 
ment and reporting system did not provide reliable information on efficiency. 


7.124 Efficiency is measured by the number of person-hours used to process 
a patent application and allow or abandon it. Applications may be abandoned 
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because the subject matter is unpatentable or because the applicant failed to 
respond to Branch communications. An abandonment may require significantly 
more or less time than an allowance. The mix of the two types of disposals may 
vary and the measurement system did not take into account the relative work 
contents of these two outputs. Also, even though recent changes in procedure 
have reduced examination work content, the historical standard used for effi- 
ciency measurement had not been adjusted accordingly. 


7.125 Processing and disposal of applications accounted for less than half the 
total Branch person-years. The volume of other activities, such as classification, 
documentation, appeals, licencing, and disclosure and information services, did 
not always vary in direct proportion with the volume of disposals. The measure- 
ment system did not provide performance information on these other activities, 
the majority of which are routine. Although inputs into these activities were 
monitored, outputs were not, and productivity standards were not established 
against which to compare actual results. In addition, the efficiency measurement 
standards used in planning and monitoring the examination activity made no 
reference to quality. 


7.126 These weaknesses in the Branch's measurement system limited 
management's ability to establish overall Branch plans based on full consideration 
of the contribution that each of the major activities made. In addition, managers 
could not readily identify particular operational components that adversely 
influenced the Branch's productivity for review and corrective action. Manage- 
ment recognized these deficiencies and has begun to implement a new information 
system to address them. The Branch also plans to establish a quality assurance 
program in 1981-82 to monitor examination results and develop standards and 
measures of performance with a view to generally upgrading overall quality of 
examination output. The Branch was also addressing other issues that affect 
performance, such as the impact of impending retirements and the lengthy 
training period needed to replace those retiring. 


7.127. In implementing its new management information system, the Patents 
Branch should ensure that: 


~ performance measurement of all major operational activities is 
included; 


+ quality standards, when fully developed, are used in planning and 
monitoring Branch productivity; and 


= productivity measurement takes into account changes in the 


examination work content and in the mix of various Branch 
outputs. 


7.128 Effectiveness. The Patents program objective of encouraging inven- 
tion, innovation and creativity in Canada is not one the Branch alone can be held 
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accountable for achieving. Other programs and factors such as the Competition 
Policy program of CCA, as well as research and development grants and activ- 
ities, tax provisions and loan programs of the government, also contribute towards 
the achievement of this objective. Thus, it might be difficult for the Branch to 
determine the amount or rate of innovations in Canada attributable to its efforts. 


4129 The Bureau has also experienced data constraints in the measurement 
of this objective. The Bureau's Research Branch has conducted ad hoc research 
studies to provide a basis for making assessments of the impact of the program, 
but has had to contend with unavailability of pertinent data on patents. There- 
fore, it channelled its efforts to meet these data needs; for example, by estab- 
lishing PATDAT, a patent data system, in collaboration with Statistics Canada. 
The Branch is also proposing changes in the patent legislation to provide the 
necessary authorization for collection of relevant information on the working of 
patents. This will include, for example, information on whether a patent is being 
worked commercially in Canada, by whom, under what conditions, and for what 
time period, and, if the patent has been licensed, when, to whom, and under what 
conditions. 


7.130 During our audit, Branch management completed the first phase of a 
study of the Patents Office in which it reviewed the objectives of the Branch. 
The review did not translate the Branch's ultimate objective into specific measur- 
able terms. Further work on review of the objectives is planned by the Branch 
when the proposed changes in patent legislation are passed. 


7.131 Because the Branch is primarily a patent or limited-monopoly granting 
agency, its intermediate objective of protecting the rights of inventors and 
owners of patents can be evaluated. Granting proper or good quality patents 
provides limited monopoly rights and protection to the owners of patents, and 
measuring achievement of this objective can’be approached through measuring 
quality of patents granted. Quality of patent output has been informally moni- 
tored by such measures as number of patents that go to court, number of appeals, 
and number of complaints. The Branch has indicated that it plans to establish a 
quality assurance program and data base for assessing program impact in 1981-82 
to monitor and upgrade patent quality. 


7.132 We found, however, that the achievement of the objective of protec- 
ting the rights of inventors through granting limited monopoly patents may be in 
conflict with the objective of encouraging invention and innovation in Canada. 
Given that about 95 per cent of all patents are issued to foreigners, the monopoly 
power conferred to foreign individuals could lead to suppression rather than 
exploitation of patented technology, thereby restraining innovation in Canada. 
For example, a foreign patentee may not be capable of developing his invention 
and may even object to its use. Thus, there is a need to decide on the most 
appropriate trade-off between these potentially conflicting objectives. 
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7.133 During its review of objectives, the Patents Branch should ensure that 
criteria are developed to determine the most appropriate trade-off between 
potentially conflicting objectives. 


7.134 In conjunction with its review of objectives, the Patents Branch should 
try to determine, within cost-effective limits, ways of measuring the impact of 
the Patents Program. 


Bureau of Competition Policy 


7.135 In the Bureau of Competition Policy, we reviewed both the combines 
investigation activities and the Marketing Practices Branch. For combines 
investigation, our audit focused on identifying and assessing the systems and 
procedures in place to measure and report effectiveness and on assessing the 
adequacy of management controls over the planning and execution of inquiries. 
Our audit of the Marketing Practices Branch covered the measurement and 
reporting of efficiency. In conducting the audit, we took into account the 
observations resulting from a 1980 study of the Branch carried out by the 
departmental internal audit group. 


Combines Investigation 


7.136 Effectiveness measurement. Our audit of the Bureau of Competition 
Policy indicated that its program objective, to promote open, efficient and 
competitive conditions in the market-place and to foster innovation and change, 
was not specific enough, as to the intended results, to be used as a basis for 
holding the Bureau accountable for achieving that objective. Bureau management 
had not adequately translated this broad objective into operational terms. For 
example, through analysis of information, such as the amount of concentration in 
various industries, the Bureau could identify potential problem areas and specific 
operational objectives, and develop plans to address them. The identification of 
these areas would also provide a basis for ranking inquiries. 


7.137 Measurement of the Bureau's success in meeting its objective is 
complicated by the fact that other programs, including Patents, research and 
development across government and grants for research and development activ- 
ities, contribute to the fostering of the innovation and change aspect of the 
objective. There is, therefore, a need for the Bureau to define the ways in which 
it can contribute to this part of its objective and measure its success in doing so. 


7.138 To assess program effectiveness, Bureau management has used a 
number of internal and external studies. In addition, it has used proxy measures 
such as the amount of concentration in specific industries, price, prosecution 
success rate, and types of offences and length of detection period to evaluate 
informally the effectiveness of the program and its enforcement component. 
These measures, taken separately, did not provide a measure of the extent to 
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which the Bureau promotes competition. At the time of our audit, systematic 
analyses of these measures, along with such other factors as the nature of the 
industry, technology and location, had not formally been carried out on a regular 
basis. 


7.139 We noted, too, that responsibility for effectiveness evaluation was 
shared by the two deputy directors, and their respective roles had not been clearly 
delineated, thereby leading to confusion of roles and lack of accountability for 
program evaluation. 


7.140 The Bureau of Competition Policy should translate its objectives into 
operational terms and use these as a basis for ranking and conducting inquiries and 
for evaluating the Bureau's success in meeting them. It should clearly assign 
responsibility for effectiveness measurement and reporting. 


7.141 Planning and control. The Bureau has recently implemented new 
management techniques to strengthen the planning and control of inquiry activ- 
ities. Planning has been improved by the use of formal investigative plans called 
impact statements which address important inquiry issues, requirements for 
evidence, tasks to be performed and estimated resource requirements. Impact 
statements were first introduced in late 1979 and have since been fully integrated 
into the inquiry process with each preliminary investigation. 


7.142 At 31 March 1981, over 40 per cent of the formal inquiries under way 
were in excess of the Bureau's 18-month target age limit by an average of 18 
months and some by as much as 43 months. Because the value of evidence 
gathered diminishes over time, such delays reduce the ultimate effect of the 
inquiries. To overcome this problem, the Bureau was implementing a new monthly 
reporting system intended to enable management to identify delinquent cases and 
the reasons for delay, and to take appropriate corrective action. 


7.143 A major reason for the delays was the practice of moving officers to 
different inquiries in accordance with shifting case priorities. Although the 
Director has little discretion in selecting cases for inquiry, the assigning of pri- 
orities and allocation of resources among inquiries are within the Bureau's dis- 
cretion and decisions, such as whether to proceed with a certain case, whether to 
postpone one in favour of another, and whether to devote more resources to a 
Case must be made regularly. However, no clear guidelines had been developed to 
assist managers in making such decisions. As a result, there was no assurance 
that all relevant factors were considered consistently and systematically. This 
situation increased the risk that scarce investigative resources were not being 
used cost-effectively. 


7.144 Although we recognize that there may be difficulties in establishing 
firm guidelines, a more formal process for decision-making on the selection and 
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continuation of inquiries could improve the quality of such decisions and contrib- 
ute to the reduction of the current backlog of cases. A 1979 report commissioned 
by the Bureau recommended that a checklist of factors be addressed before an 
inquiry is started so that all relevant factors are considered before decisions on 
inquiry selection are made. These recommendations had not been implemented. 


7.145 To help ensure that investigative resources are allocated cost- 
effectively, the Bureau of Competition Policy should develop clear guidelines for 
assigning priorities and allocating resources among inquiries, including a checklist 
of factors to be addressed before an inquiry is started. 


Marketing Practices Branch 


7.146 The objectives of the Marketing Practices Branch are to protect 
consumers and businesses from unfair marketing practices and to promote 
confidence in the market system. The Branch examines more than 9,000 
complaints each year of which approximately 2,200 result in completed investi- 
gations with an average expenditure of 6.7 person-days. In addition, the Branch 
conducts information visits to explain to corporations what is required of them 
under the unfair marketing practices provisions of the Combines Investigation 
Act. Given the large volume of relatively similar cases, Marketing Practices 
Branch is more amenable than combines investigations to standardized control 
procedures. 


7.147 The Department's internal audit group completed a review of the 
Marketing Practices Branch in April 1980. The major issues identified by the 
study were the need to clarify the Branch's objectives, making them more precise, 
and to consider the appropriateness of the Branch's case selection procedures as a 
means of gaining the full benefit of its enforcement activities. The report's 
recommendations have been addressed by the Branch and managers have devel- 
oped an enforcement strategy for case selection that identifies priority or 
problem areas. An enforcement strategies task force has been established, and 
specific target areas are now identified in work plans. 


7.148 In the area of efficiency, we found that the Branch had refined its 
method of efficiency measurement as a result of recommendations contained in 
the internal audit report. However, we found that, in the method of measuring 
efficiency, Branch management was giving equal weight to complaints examined, 
completed investigations and information visits, when in fact the time required to 
perform these tasks varied. In addition, the Branch had not developed work 
standards for each type of activity. As a result of these deficiencies, fluctuations 
in the reported efficiency of operations could not be assessed. 


7.149 The Marketing Practices Branch should develop work standards for 
complaints examined, investigations completed and information visits completed, 
and should use them in measuring the efficiency of its operations. 


187 


Department of Consumer and Corporate Af fairs 


Bureau of Consumer Affairs 


7.150 In 1978, as part of the Study of Procedures in Cost Effectiveness 
(SPICE), we conducted a review of the regulatory activities of the Legal 
Metrology, Consumer Products and Product Safety Branches and reported our 
findings to the Department. At the time, these branches together accounted for 
87 per cent of Bureau staff and 75.per cent of expenditures. A summary of our 
observations was presented as a case study in the 1978 Report chapter on 
evaluating effectiveness. Our current audit of the Bureau concentrated on 
reviewing the progress made since that time. 


7.151 In 1978, we reported that the objectives and sub-objectives of the 
regulatory branches were generally clear, although most were not documented or 
formally approved. We also reported that, although the majority of sub-objectives 
were stated in measurable terms, the objectives in the Consumer Products Branch 
and the Weights and Measures Division of the Legal Metrology Branch were not. 
Our current audit revealed that the Weights and Measures Division and the 
Consumer Products Branch had translated their objectives into measurable terms. 


7.152 The SPICE report indicated that the Bureau had been unable to 
develop and use reliable indicators of its program's effectiveness in reducing the 
economic loss to buyers and sellers resulting from inaccurate meters and weighing 
devices and misrepresented products, notwithstanding management's attempts to 
develop and use several such indicators. We found that the measures in the 
Weights and Measures Division and the Electricity and Gas Division remained 
unchanged. Further, the Weights and Measures Division has been relying on a 
manual system after discontinuing its computerized information system because 
of inaccurate and unreliable data and untimely reports. However, the Branch had 
approved plans for 1981-82 to determine information requirements of its divisions 
and develop appropriate systems to meet them. 


7.153 The Consumer Products Branch had developed a revised measure of 
effectiveness called Dollars at Risk, which is the economic loss to consumers 
arising from product misrepresentation cases discovered through inspection 
surveys. The Branch was also developing a new computerized system, for 
completion in 1981-82, to collect and report data on program effectiveness. 


7.154 At the time of SPICE, management of the Product Safety Branch did 
not have an accurate picture of the nature and extent of the problem of keeping 
hazardous products off the market in Canada, even though it was monitoring 
accident data from the United States to identify potential problems. We found 
that Branch management was developing, for implementation in 1981-82, a system 
to be known as Product Accident Alert Canada to acquire, analyse and report 
information for use in establishing priorities and evaluating the effectiveness of 
its activities. The proposed system is intended to provide quarterly reports on 
specific categories of accidents based on information collected. 
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Payroll Costs Management 


7.155 The Personnel Branch is responsible for providing a complete personnel 
administration service to all managers in the Department. For 1980-81, the Per- 
sonnel Branch was assigned 63 person-years and a budget of $1.6 million. 


7.156 Our audit of the Personnel Branch included a follow-up of the recom- 
mendations made to the Department on human resource planning and training as a 
result of our government-wide audit, reported in the 1979 Report, and a review of 
the human resource information system implemented since. 


7.157 Human resource planning. Every organization should have some form 
of plan for meeting its human resource requirements, including identification of 
future needs to accomplish its objectives. We found that, with one exception, 
corrective action had been taken on weaknesses which we identified in our study 
of human resource planning in CCA. Procedures for human resource planning had 
been developed, documented and implemented. Program objectives had been 
annually reviewed and updated. We found, however, that there was no basis for 
ensuring that human resource plans adequately reflected operational needs. 


7.158 The Department should develop procedures to ensure that human 
resource plans adequately reflect operational needs. 


7.159 Training. In response to our earlier recommendations, the Department 
had taken appropriate action to meet training needs. The Department had 
developed and implemented a planning process for training, and procedures for 
controlling most training costs and budgets. Training results were evaluated well 
and responsibility for co-ordinating training had been clearly established. 
However, we found that individuals' training needs were not being met until funds 
had been provided in the following year's budget, resulting in delays of a year or 
more before training was taken. Therefore, the total training cycle, including 
evaluation of results, could take more than two years. 


7.160 The Department should improve co-ordination of training plans and the 
budgeting process to prevent delays in training needs being fulfilled. 


7.161 Human resource information systems. We found that the human 
resource information system implemented did not meet all of the criteria set out 
in our 1979 annual Report. The system was being used primarily by the Personnel 
Directorate; it was not relied on by line managers, who had developed their own 
manual systems. This situation existed because the Personnel Branch had not 
adequately identified the needs of all potential users of the system. 
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7.162 The Department should establish the current and future needs of its 
managers for personnel information and adapt the human resource information 
system to meet their needs. 


Information for Parliament 


7.163 Many of the improvements in management systems recommended in 
this chapter would produce information for the revised Estimates and Public 
Accounts being developed under the direction of the Comptroller General. When 
we refer here to the departmental Estimates, we mean the new expanded 
departmental documents that will each be bound separately from the Blue Book 
for use by Members of Parliament in the Standing Committees which review the 
departmental Estimates. Copies of the first pilot revisions for four departments, 
which are called Program Expenditure Plans, were tabled by the President of the 
Treasury Board and distributed to all Members of Parliament early this year. 


7.164 This section outlines some features of the Consumer and Corporate 
Affairs program which, in our view, should be highlighted in the revised Estimates 
so that Members of Parliament can better assess the Department's requests for 
resources, allocation of resources and accomplishments from the use of resources. 
The observations are included also to give the Department an opportunity to 
assess the readiness of their management information systems to provide better 
information for Parliament. 


7.165 Legal mandate and responsibilities. The department is responsible, in 
whole or in part, for some 60 Acts and more than 170 sets of regulations. Listing 
the major Acts and sets of regulations as well as proposed changes in legislation 
that are before the House would enable Members of Parliament to appreciate the 
legislative and regulatory context in which the Department works. The services 
available to the public should also be described. . 


7.166 Program objectives and effectiveness. The Department recently 
embarked on a four-year review of opportunities to simplify its regulations and to 
determine whether objectives are being met. A brief summary of the Depart- 
ment's plans for this review along with some key milestones would be useful to 
Members of Parliament, who would be interested in the progress of the study and 
any long-term expenditure implications arising from it. 


7.167 More work is required to develop specific. objectives or results 
expected of each program so that they can be related to the resources requested. 
Where feasible, clear objectives and measurable targets for the Estimates year 
should be provided in the Estimates to create a specific basis for subsequent 
accountability in terms of results achieved. 
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7.168 Organization for program delivery. Disclosure of organizational rela- 
tionships is a key feature of the revised Estimates of CCA because, as well as the 
Deputy Minister, there are other order-in-council appointments in the Depart- 
ment, for example, the Director of Investigation and Research. In addition, the 
Estimates should describe the relationship of the Department to the Restrictive 
Trade Practices Commission, as well as to the several other departments whose 
ministers share responsibility with the Minister of Consumer and Corporate 
Affairs for specific statutes, such as the Canada Dairy Products Act or the Fish 
Inspection Act. It should be made as clear as possible who is accountable for 
what. 


7.169 Resource justification. The Estimates should include reference to 
factors that influence the need for resources. A substantial part of the Depart- 
ment's resources are needed to deal with repetitive matters like inspections, 
patent applications and bankruptcies. The resources needed for these operations 
should be explained in terms of the number of inspections by type, the average 
cost per inspection and the frequency of inspection. The quality and level of 
service to be provided with a given level of resources should also be defined. 
Some of this information is already available in the Department, but, as noted 
earlier in the chapter, there are still major inadequacies. 


7.170 Revenue. In total, Consumer and Corporate Affairs recovers about 
one-third of its expenditures as receipts credited to the Consolidated Revenue 
Fund. The revenues for some particular functions, such as Patents and Corpora- 
tions Branches, exceed direct expenditures. The revised Estimates should disclose 
the basis for these charges; for example, whether the fee for a patent application 
is intended to cover the costs of processing that application. Whenever fees are 
set to cover expenditures, they should be disclosed in the activity section of the 
new Estimates along with resource justification. Information on fee schedules set 
on some other basis should be displayed as supplementary information in the 
revised Estimates. 
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Summary of Recommendations and Department's Comments 


Recommendations 
Planning 
746 The Department ‘should ensure 
that branch managers identify, 
analyse and use information on 
environmental and other fac- 
tors relating to their programs 
in developing branch plans and 
priorities. 


Performance Measurement 
7.50 In its review of performance 
measurement systems, the De- 
partment should ensure that 
the output measures reflect 
the different work content of 
all activities and take into ac- 
count major changes in work 
procedures. 

751 The Department should refine 
the form and content of Bu- 
reau quarterly reports to en- 
sure that information is pre- 
sented in a more concise man- 
ner with meaningful explana- 
tions of changes in perfor- 
mance. 


Effectiveness Evaluation 
7.56 The Department should ensure 
that its objectives are trans- 
lated into operational terms 
that will facilitate measure- 
ment, where feasible, of the 
extent to which departmental 
programs contribute to these 
objectives. 
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Department's Comments 


The creation of a new Bureau of Poli- 
cy Co-ordination, effective 1 October 
1981, will enhance our ability to un- 
dertake and make available to branch 
managers research and analysis of en- 
vironmental determinants of depart- 
mental workloads, of its effectiveness 
and of the achievement of its main 
objectives over time. 


Agree. The Department is currently 
reviewing its performance measure- 
ment systems. 


Agree. Quarterly reports are current- 
ly under review. 


A program evaluation unit will be put 
in place in the Bureau of Policy Co- 
ordination. The program evaluation 
policy has been adopted by the depart- 
mental Management Committee and a 
plan is currently being developed. 
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Recommendations 


7.61 As part of the implementation 
of the program evaluation 
plan, once it is developed and 
approved, the Department 
should undertake evaluation 
assessments aimed at identi- 
fying those program compo- 
nents for which evaluation 
studies can be reasonably im- 
plemented and cost-justified. 


Bureau of Corporate Affairs 


Bankruptcy Branch 


7.81 The Bankruptcy Branch should 
consolidate the results of trus- 
tee audits and monitoring to 
identify the areas of bank- 
ruptcy administration that 
need improvement. 


7.89 The Bankruptcy Branch should 
ensure that its records of trus- 
tees' fees and expenses are ac- 
curate and utilize this infor- 
mation to assess the appro- 
priateness of the current 
tariff and, if warranted, 
propose revisions. 


7.94 The Bankruptcy Branch should 
identify abuses to be 
prevented and their magni- 
tude, and establish the priority 
for addressing them. 


Department's Comments 


The Branch agrees with the recom- 
mendation, but its implementation will 
depend largely on a full study of its 
feasibility and usefulness. 


The Branch has already taken correc- 
tive action to ensure that trustee's 
fees and expenses are accurately 
recorded in its information system. 


The Branch agrees with the recom- 
mendation, but its implementation will 
depend largely on a full study of its 
feasibility and usefulness. 
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7.107 


Department of Consumer and Corporate Affairs 


Recommendations 


The Bankruptcy Branch should 
ensure that its performance 
measurement system utilizes 
units of output that are repre- 
sentative of the total Branch 
workload and provides for 
regular comparisons of results 
against standards or plans. 


Corporations Branch 


To determine Branch priorities 
and personnel needs and to 
provide a basis for developing 
appropriate management 
systems for planning, control- 
ling and evaluating its activi- 
ties, the Corporations Branch 
should: 


- clearly identify the users 
of corporate information 
supplied by the Branch and 
the nature of their needs; 


- determine the availability 
of corporate information 
from sources other than 
the Branch; and 
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Department's Comments 


The Branch agrees that a complete 
review of its performance measure- 
ment systems should be made with the 
view of providing more reliable indica- 
tors of its performance in terms of 
both efficiency and effectiveness. 


A study has been completed on a 
sample basis to determine in very 
broad categories the users of our cor- 
porate data base, and the kind of 
information requested has also been 
tabulated. This was done in order to 
ensure that our semi-automated infor- 
mation system contains relevant data 
and to support, for policy purposes, 
policy initiatives with respect to the 
dissemination of corporate informa- 
tion. Similar studies will be conducted 
periodically. 


A study will be commenced at the 
earliest opportunity to be completed 
by the end of the fiscal year. 


7.113 


7.116 
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Recommendations 


- determine the degree of 
non-compliance with the 
disclosure and filing requi- 
rements under the CBCA. 


The Corporations Branch 
should document exemption 
criteria and the procedures for 
the review of exemption appli- 
cations and monitor their use. 


To improve its efficiency 
measurement procedures, the 
Corporations Branch _— should 
ensure that all key Branch 
outputs are represented in 
efficiency calculations and 
that major changes in the 
work procedures and _ work 
content of all activities are 
taken into account. 


Department's Comments 


At present, we are measuring certain 
non-compliance rates (i.e. annual sum- 
maries, annual returns and financial 
statements) and the Branch will now 
include insider trading reports and 
prospectuses and other documents 
required to be filed. Information col- 
lected will be related to priorities and 
other aspects of management 
planning. 


The Corporations Branch does intend 
to document the exemption criteria 
and the procedures for the review of 
exemption applications. During the 
year 1980-81, two exemption infor- 
mation kits on financial statements 
(subsections 157(4) and 154(3) CBCA) 
were prepared for the clients. We are 
aware of the need in this area, and the 
Branch plans to complete this docu- 
mentation by the end of the fiscal 
year. 


As part of the mandate for the re- 
organization of the Branch, improved 
efficiency and effectiveness measures 
will be developed that will more accu- 
rately reflect the activities of the 
Branch and attainment of goals. 
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Recommendations 


Patents Branch 


In implementing its new mana- 
gement information system, 
the Patents Branch should en- 
sure that: 


- performance measurement 
of all major operational 
activities is included; 


- quality standards, when 
fully developed, are used in 
planning and _ monitoring 
Branch productivity; and 
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As a result of an in-depth study of 
Patent Office operations and proce- 
dures carried out in 1980, the Office 
put in place, on | April 1981, a perfor- 
mance measurement and planning 
system based on 53 operational acti- 
vity elements. This system aids first 
line managers in the day-to-day mana- 
gement of their units and is used to 
roll up performance information, by 
operational activities and organiza- 
tional sub-divisions, to higher levels. 
Work has begun to automate this 
system over the next two years. 


In July 1981, a Quality Assurance Unit 
was established, with a staff of three 
patent specialists, and assigned the 
task of identifying issues relating spe- 
cifically to the development of quality 
standards with the Patent Office. 


As quality standards are developed, 
these will be used in planning and 
monitoring productivity throughout 
the Office. It is intended that the 
Quality Assurance Unit should be in a 
position to begin establishing and con- 
troling quality standards by April 
1982. At that time, the establishment 
of quality standards will be used in 
conjunction with efficiency measure- 
ment standards in the planning and 
monitoring of the examination acti- 
vity. One of the tasks which the 
Quality Assurance Branch will under- 
take during 1982-83 is the analysis of 
the relative work content involved in 
obtaining a disposal through abandon- 
ment compared with that of a disposal 
obtained through allowance. 
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Recommendations 


- productivity measurement 
takes into account changes 
in the examination work 
content and in the mix of 
various Branch outputs. 


During its review of objecti- 
ves, the Patents Branch should 
ensure that criteria are deve- 
loped to determine the most 
appropriate trade-off between 
potentially conflicting objec- 
tives. 


Department's Comments 


The Management Information System, 
implemented by the Patent Office in 
April 1981, provides performance in- 
formation down to the level of 53 
planning elements, identifying inputs, 
outputs and current workloads in each 
area. Productivity standards have 
been established against which to 
compare the results of routine activi- 
ties. This information system now 
enables the Branch to identify the 
impact on performance of changes in 
both work content and mix of outputs 
within the Branch. In the patent ex- 
amination and classification activities, 
a Quality Assurance Unit has been 
established to identify issues, inclu- 
ding changes in nature and complexity 
of work, relating to quality and to 
determine how these should be reflec- 
ted in performance standards for pro- 
fessional staff. While the examination 
work content has been adjusted re- 
cently as a result of the introduction 
of the preliminary examination report, 
for example, the consequences of this 
change are still under review, and the 
historical standard used for efficiency 
comparison will be adjusted once the 
review has been completed, not later 
than April 1982. 


The Patent Office will, during its 
review of objectives, attempt to 
assess the extent of any possible 
conflict between such objectives. De- 
pending on the results of this assess- 
ment, the Office would, if necessary, 
develop criteria to determine the most 
appropriate trade-offs between any 
potentially conflicting objectives. The 
ability of the Office to conduct this 
assessment effectively will, as noted, 
be largely dependent on _ proposed 
changes in patent legislation being 
passed. 


197 


Department of Consumer and Corporate Affairs 


Recommendations 


7.134 In conjunction with its review 
of objectives, the Patents 


Branch should try to deter- 


mine, within cost-effective 
limits, ways of measuring the 
impact of the Patents 
Program. 


Bureau of Competition Policy 
7.140 The Bureau of Competition 
Policy should translate its ob- 
jectives into operational terms 
and use these as a basis for 
ranking and conducting inqui- 
ries and for evaluating the 
Bureau's success in meeting 
them. It should clearly assign 
responsibility for effec- 
tiveness measurement and 
reporting. 

7.145 To help ensure that investi- 
gative resources are allocated 
cost-effectively, the Bureau 
of Competition Policy should 
develop clear guidelines for 
assigning priorities and allo- 
cating resources among inqui- 
ries, including a checklist of 
factors to be addressed before 
an inquiry is started. 


- cal impact of patents in Canada. 
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Department's Comments 


Changes in patent legislation are being 
proposed to make available pertinent 
data on the economic and technologi- 
The 
present unavailability of such data 
notwithstanding, the Patent Office 
will begin, during 1982-83, to evaluate 
the appropriateness, feasibility and 
cost-benefit of establishing procedures 
to determine the amount of innovation 
in Canada attributable to its efforts. 
Additionally, alternative ways of ob- 
taining relevant information for asses- 
sing the effectiveness of the Patents 
Branch programs will be identified and 
examined. 


The Bureau has developed and is in the 
process of improving a performance 
measure based on the quantity, quality 
and impact of inquiries, and this mea- 
sure can be used in part to rank pro- 
jects in terms of priorities as well as 
to evaluate performance among 
branches and for the Bureau as a 
whole over time. 


The guidelines for the assignment of 
Priorities and allocation of resources 
among inquiries have been developed 
and are now being more formally inte- 
grated into the Project Impact State- 
ments currently in use in the Bureau. 


Department of Consumer and Corporate Affairs 


Recommendations 


re hied a ea @ere Marketing Practices 
Branch should develop work 
standards for complaints exa- 
mined, investigations com- 
pleted and information visits 
completed, and use them in 
measuring the efficiency of its 
operations. 


Payroll Costs Management 
7.158 The Department should devel- 
op procedures to ensure that 
human resource plans ade- 
quately reflect operational 
needs. 


7.160 The Department should 
improve co-ordination of 
training plans and the budge- 
ting process to prevent delays 
in training needs _ being 


fulfilled. 


7162-5 the Department should 
establish the current and 
future needs of its managers 
for personnel information and 
adapt human resource infor- 
mation system to meet their 


needs. 
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Department's Comments 


Work standards (in the form of models) 
have been established for complaints 
examined, investigations completed 
and information visits completed and 
are monitored by management. In 
addition, the cost of carrying out each 
of the above elements of work on a 
per unit basis is now costed and com- 
piled quarterly to enable management 
to assess the efficiency of its opera- 
tions. 


The Department is implementing a 
more integrated approach to personnel 
management. This will ensure that 
personnel administration objectives 
are directly related to operational ob- 
jectives and plans. 


More emphasis on timely and objective 
performance evaluation and the intro- 
duction of review committees will en- 
sure that individual and occupational 
group training needs are identified and 
dealt with as soon as possible. 


The Department is currently involved 
in integrating the two major personnel 
information systems into one. The 
new human resource planning system 
includes determining the needs, both 
immediate and long-range, of 
managers in this area. 
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DEPARTMENT OF FISHERIES AND OCEANS 


The Department 


8.1 The Department of Fisheries and Oceans (DFO) is responsible for a 
wide range of activities including fisheries management and research in coastal 
and inland waters, fisheries economic development and marketing, international 
fisheries negotiations, oceanographic research, hydrographic surveying and 
charting, and the development and administration of fishing and recreational 
harbours. 


8.2 The main legislative base for the Department is the Department of 
Fisheries and Oceans Act (S.C. 1978-79, c.13), which established the Department 
in April 1979, and the Fisheries Act, which was enacted in 1867 in accordance 
with the responsibility for "sea-coast and inland fisheries" placed on the federal 
government by Section 91(12) of the British North America Act. Under the 
Fisheries and Oceans Act, the Department is also responsible for co-ordinating 
government policies and programs respecting oceans. The "Fisheries" and 
"Oceans" components of the Department have evolved independently of one 
another. 


8.3 The strategic objectives of the Department of Fisheries and Oceans, 
as published in the DFO 1979-80 annual report, are to assure: 


- the comprehensive management of Canada's fisheries resources 
through the protection, rehabilitation and enhancement of indi- 
vidual fish stocks and the aquatic habitat upon which these 
resources depend; 


~ the "best use" of fisheries resources, through a variety of 
measures affecting when, where, how and by whom these re- 
sources are harvested, processed and marketed to obtain highest 
possible social and economic benefits; 


- the acquisition and dissemination of knowledge of oceanic pro- 
cesses and environments so as to support activities related to 
defence, marine transportation, the exploitation of offshore 
energy resources, and the management of the fishery resource 
and its aquatic habitat; 


- hydrographic surveying of Canada's coastal and inland waters for 
the production of nautical charts and other information 
necessary for safe navigation; 


- the provision of a national ocean information service; 
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= the provision and administration of a national system of harbours 
in support of commercial fishing vessels and _ recreational 
boating; and 


- the conduct of a range of international activities in both the 
fisheries and oceans sectors. 


Resources 
8.4 The 1980-81 Estimates present the following summary of the Depart- 
ment's authorized person-years and expenditures: 
Authorized 
Program Person-years Expenditures 
(thousands of dollars) 
Fisheries Management and 
Research 4,146 $ 306,610 

Ocean Science and Surveys 1, 358 68 , 863 

Total 5,504 $037 5;443 
Organization 
8.5 The Department of Fisheries and Oceans has two major programs: 


Fisheries Management and Ocean Science and Surveys. There are, in addition, 
several organizational units that provide support services and control functions. 
These include the Comptroller's Office, Management Services, Legal Services and 


the Evaluation and Audit Branch. A summary organization chart is presented in 
Exhibit 8.1. 


8.6 Small Craft Harbours is a separate directorate reporting directly to 
the Deputy Minister. 


8.7 Within the Fisheries Management Program, activities are organized 
according to geographic considerations and the national nature of certain activi- 
ties. There are three assistant deputy ministers (ADMs) in Fisheries whose 
responsibilities are as follows: 


- The ADM Atlantic Fisheries is responsible for fisheries manage- 
ment east of the Quebec-Ontario border and has national respon- 
sibility for fisheries research and fish inspection. 


- The ADM Pacific and Freshwater Fisheries is responsible for 


fisheries management west of the Quebec-Ontario border as well 
as in the Arctic. Responsibilities also include the provision of 
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Exhibit 8.1 
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national direction in the areas of resource rehabilitation, enfor- 
cement, native affairs, and enhancement and fish habitat man- 
agement. 


- The ADM Economic Development and Marketing is responsible 
for providing a focus for comprehensive policy development and 
for formulating a co-ordinated departmental approach to the 
economic development of the Canadian fishing industry. The 
scope of these responsibilities extends, on a national basis, to 
marketing, fishermen's assistance, the conduct of international 
fisheries relations and economic policy, research and statistical 
services. 


8.8 One assistant deputy minister has responsibility for the Ocean Science 
and Surveys Program. Like Fisheries, this program area is highly decentralized; 
headquarters provides policy direction and advice while regional institutes under- 
take oceanographic and hydrographic research and surveys. Charts, sailing 
directions, and tide tables are published by the Canadian Hydrographic Service. 
The Ocean Science component provides a broad range of ocean information to 
clients including other federal departments (for example, Transport, National 
Defence, Energy, Mines and Resources, Indian Affairs and Northern Development, 
Environment), the academic community and the growing Canadian ocean industry 
sector. 


8.9 The Minister of Fisheries and Oceans is also responsible to Parliament 
for the activities of two Crown corporations: the Freshwater Fish Marketing 
Corporation and the Canadian Saltfish Corporation, as well as for a departmental 
corporation, the Fisheries Prices Support Board. 


Environment 


8.10 The extension of fisheries jurisdiction to 200 miles in 1977 has resulted 
in the Canadian fishing industry making a larger contribution to the national 
economy than ever before. The primary and secondary fishing industries 
contributed about $1.0 billion to the economy in 1977. By 1980, this had increased 
to more than $1.6 billion. The value of exports, in turn, increased from 
$0.82 billion to $1.27 billion during the same period, making Canada the world's 
largest exporter of fish. Employment in the industry now exceeds 100,000 
fishermen and plant workers. Many of these jobs are in areas and communities 
where there are few alternative employment opportunities. 


8.11 In Canada, no single agency or level of government has jurisdiction 
over all aspects of the fishery system. Under the British North America Act, the 
federal government has jurisdiction over the management of the fishery resource, 
harvesting, and inter-provincial and international trade. Provinces have jurisdic- 
tion over the type, number and location of processing plants. 
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8.12 Because fish stocks that had become depleted before 1977 have now, 
in most instances, dramatically recovered, the Department has been taking a 
number of steps to improve further the resource base and to increase the 
contribution to the economy of the fishery sector. For example, emphasis is being 
placed on improving fish quality as a means of extracting additional value from a 
limited resource. The quality improvement program involves every stage of the 
production process, from the water to the supermarket. The Department is also 
considering further expansion of a program for the enhancement of salmon species 
on the Pacific Coast. 


8.13 The economic and social environment within which the Department 
functions is heavily influenced by the responsibility to allocate equitably the 
benefits flowing from this renewable, natural resource. The Department's clients, 
whether commercial, recreational or native fishermen, inshore fishermen or 
offshore trawlermen, sealers or conservationists, fish processing executives or 
fish consumers, all have widely varying opinions on the degree to which the 
resource should be used and how the economic benefits flowing from its use should 
be distributed. Thus the Department's role in relation to Canada's fishing industry 
must be clear and understood by all parties involved. Furthermore, it is essential 
that the Department have adequate economic analyses when making decisions 
that affect different groups. 


8.14 Decision making concerning the allocation of benefits from fisheries 
resources is strongly influenced by regional disparities in the rate of economic 
development and employment. These considerations must be balanced against the 
tendency for too many people and too much capital to flow into the fishery. If 
left unchecked, this tendency can result in diminished benefits for an excessive 
number of participants. 


8.15 For example, the Department has set an objective: 


to create the conditions necessary for a viable and stable commercial 
fishing sector and improved incomes, through regulation of harvest 
levels and by implementing licencing and allocation measures and 
through research, development assistance and quality programs. 


The fishing industry is composed of two primary sectors: inshore and offshore. 
The great bulk of fishermen are inshore fishermen who operate small boats, fixed 
gear and traps, and are usually able to fish for only short periods of time. The 
inshore fishery, by its very nature, is seasonal because of poor weather conditions 
in winter and increased availability of fish in inshore waters in summer. The 
offshore fishery operates year round; however, there is a tendency for deep-sea 
trawlers to catch their quotas as fast as possible rather than lose their historical 
proportionate share to competitors. Thus, both sectors are prone to take too 
much fish too quickly, with resultant poor quality fish, huge inventories surpassing 
demand and depressing price, and idle periods after quotas are caught. 
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8.16 The Department operates in close liaison with over 20 other federal 
government departments and with the provincial and territorial governments. As 
well, the Department maintains contacts with its counterparts in the other major 
maritime nations and in related international bodies. 


8.17 International relations, trade, and development functions are import- 
ant elements in both the fisheries and oceans sectors. The Department negotiates 
foreign access to surplus Canadian fish stocks through bilateral and multilateral 
agreements that include reciprocal provisions guaranteeing the Canadian fishing 
industry access to certain foreign markets. 


8.18 The Department is heavily dependent on reliable scientific data for 
decisions on quotas and allocations. It has, therefore, allocated over 60 per cent 
of its fisheries research budget to scientific resource assessment. Scientific 
information is developed to permit fisheries managers to set allowable catches at 
levels that will ensure a larger average size of fish, improved catch rates and 
greater stability of catches from year to year. 


8.19 In oceanography, the recent expansion of offshore energy-related 
activities has resulted in an urgent need to upgrade abilities to make predictions 
concerning ice, temperature, currents, tides and waves. This information is vital 
to safe and effective development of offshore and frontier energy resources and 
the transportation of these resources to markets. Professionals such as econo- 
mists, oceanographers and other scientists, together with inspection and conser- 
vation specialists, are required to carry out these functions so there is a need for 
careful planning to meet human resource requirements and training of personnel 
for current and future needs. 


8.20 Each of these environmental factors, some largely beyond the Depart- 
ment's control, has a significant effect on DFO's operations. Because of the 
decentralized nature of the Department's operations, it is imperative for good 
management control that there are mechanisms in place to gather and provide 
accurate, reliable, timely, and useful information on a national basis concerning 
the conduct and results of the Department's various operations. It is also 
Pat that the Department plan and co-ordinate its activities on a national 
asis. 


Audit Scope 
8.21 Our audit covered both programs of the Department - Fisheries 
Management and Ocean Science and Surveys. The two programs operate 


independently; however, we reviewed the following activities that are of a 
department-wide nature: 
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- strategic planning; 

~ effectiveness measurement; 
- support services; 

- cost recovery; and 


- information for Parliament. 


8.22 In addition to these department-wide areas, we concentrated our 
efforts on the Fisheries Management Program since it accounted for 80 per cent 
of the Department's expenditure in 1980-81. We examined the systems in place to 
plan, operate, control and evaluate the major activities of the Fisheries Manage- 
ment Program including the determination of whether, in fact, they were 
functioning in the prescribed manner. The major activities were: 


- fisheries research; 
- economic analysis, statistics and fisheries assistance programs; 


- fisheries operations, including allocation, inspection, licencing, 
regulation, surveillance and enforcement, and enhancement; and 


- operations of the Small Craft Harbours Directorate. 


8.23 Within the Fisheries Management Program, we concentrated on the 
Atlantic fisheries since they account for approximately 70 per cent of the 
program's expenditures. On the West Coast, we directed our work mainly toward 
the Salmonid Enhancement Program. 


8.24 In Ocean Science and Surveys, we reviewed the systems for planning 
and controlling oceanography and hydrography. 


8.25 In our reviews of oceanography and fisheries research, our audit was 
conducted in conjunction with the government-wide audit of research and 
development, reported in Chapter 2 of this Report. We did not address the 
technical performance of research and development work. Hence, our research 
and development observations and recommendations should not be regarded as 
commentary on the scientific quality or results of the Department's research and 
development activities. 


Summary of Audit Observations 


8.26 In our opinion, for most functions and programs we reviewed, the 
Department planned and managed its resources in a satisfactory manner; however, 
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there were weaknesses of sufficient importance to warrant the Department's 
immediate attention. The following is a summary of the major observations 
arising from our audit work. 


8.27 Effectiveness measurement. Although the program evaluation group 
in DFO is new, it has completed some evaluations, and progress appears to be 
satisfactory. With respect to clarity of objectives, the Department did not have 
objectives that were sufficiently precise to allow for measuring effectiveness, and 
it had not completed a profile of the components of program evaluation for its 
programs, as required by Treasury Board. Such profiles can help to establish the 
accountability of program managers and serve as a useful tool in the evaluation of 
programs. 


8.28 In the Salmonid Enhancement Program, we found that the procedures 
in place to measure the effectiveness of the program were generally satisfactory, 
but that analyses were needed where conditions existed that could affect cost- 
benefit decisions. 


8.29 Fisheries research. The research activities of the Fisheries Manage- 
ment Program were, in general, well managed, except for the allocation of 
resources for research. The Department had not used its mechanisms for 
establishing priorities for optimal research effort. 


8.30 Economic development. Fisheries Management's economic develop- 
ment activities are composed of economic analysis, statistics and the fishermen's 
assistance programs. Weaknesses existed in the management of contributions paid 
under the Fishing Vessel Assistance Program since payments were made without 
respecting the accepted criteria applying to such payments. Further, contribu- 
tions were being paid toward the cost of constructing replacement fishing vesseis 
at a time when the overall fishing fleet possessed excess capacity. With respect 
to economic analysis, which is a major input into the allocation of fish stocks and 
the determination of enhancement and assistance activities, we found that, 
although the amount and quality of the analysis was improving, weaknesses still 
existed. This was particularly true of the analysis dealing with the activities of 
East Coast inshore fishermen. 


8.31 Allocation. The allocation process is important to the management of 
fish stocks. The Department had ensured that scientific advice was given to 
fisheries managers. With this advice, and in consultation with other interested 
parties, the Department has been able to set total allowable catch limits that 
have permitted stock regeneration. However, there were two weaknesses in the 
allocation process. The Department had not clearly defined the socio-economic 
objectives for the process and had not developed a method for making trade-offs 
between conflicting objectives. For example, the objective to create a viable and 
stable fishing industry could conflict with the objective to increase fishermen's 
incomes. We also noted that the consultative process involved in developing, 
implementing and enforcing management plans for the allocation of fish stocks 
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was becoming increasingly costly. Cost-benefit studies of alternative methods of 
allocation had not been carried out. 


8.32 Enforcement. The Department's surveillance and enforcement respon- 
sibilities were increased dramatically with the introduction of the 200-mile limit 
in 1977. In our opinion, the surveillance activities applying to offshore enforce- 
ment were being managed adequately; however, there were weaknesses in inshore 
surveillance and enforcement. For example, in operational planning, priorities 
had not been established concerning the effort to be devoted to various species. 
Further, the Department did not have a system to provide management with 
appropiate information on inshore surveillance and enforcement activities. 


8.33 Inspection. The Department adequately managed the inspection of 
imported products and of products, like canned salmon, requiring mandatory 
inspection. In other parts of the program, however, there were deficiencies. The 
Department had not determined, on a general basis, what level of inspection 
effort should be undertaken. As a result, although it had valid statistical sampling 
techniques, they were not applied on either a consistent, uniform basis to all 
products or on a directed basis to those plants and products where the greatest 
risks of health hazards existed. 


8.34 Enhancement programs. The Department's enhancement programs are 
designed to enhance natural fish stocks by using a number of techniques, including 
constructing and operating hatcheries and spawning channels and fertilizing lakes. 
The West Coast program, the Department's main enhancement effort, was 
generally well managed. The East Coast program, however, has, in our opinion, 
been operated without due regard for economy and efficiency. For example, 
there were several uneconomic and inefficient hatcheries, including three in close 
proximity serving the same river. 


8.35 Small Craft Harbours. We identified weaknesses in the planning 
process for Small Craft Harbours. For example, there was no approved national 
plan covering the short and long-range development of these harbours. Further- 
more, there were no criteria for establishing project priorities on a national basis 
and no guidelines for identifying when projects required cost-benefit analyses. 


8.36 Ocean Science and Surveys. In the Ocean Science and Surveys 
Program, we examined oceanography and hydrography and concluded that both 
activities were reasonably well managed. However, in oceanography, which is 
primarily a research function, the Department needs to develop guidelines for 
preparing project proposals and criteria for selecting new research projects. 


8.37 Cost recovery. The Department has not effectively implemented a 
cost recovery system for services provided to specific individuals or groups. In 
Small Craft Harbours, rates for the use of harbour facilities had not been changed 
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since 1973 and did not reflect the cost of supplying the service. We estimate 
that, by maintaining the same rate structure since 1973, the Department has 
foregone approximately $5 million in revenues. In other areas, such as ships and 
the operation of Bait Depots, the Department had not effected the cost 
recoveries required by Governor in Council. This situation has resulted in an 
estimated revenue loss of approximately $2 million a year. 


8.38 Support services. The management of support services within the 
Department was generally weak. There were major deficiencies with respect to 
human resource planning, human resource information systems and training. 
There were also serious deficiencies in the management of electronic data 
processing due to the absence of a documented national policy or long-term plan 
and a national EDP security plan. We also observed inadequacies in certain 
aspects of materiel management and financial management, while the effective- 
ness of the Internal Audit Division was reduced by the lack of an active Internal 
Audit Committee. 


Observations and Recommendations 
Strategic Planning 


8.39 The purpose of strategic planning is to establish and review an 
organization's basic direction and fundamental goals and its strategies for 
achieving these goals. Before 1980, the Department's major effort in strategic 
planning was contained in a 1976 White Paper which focused on Canada's 
Commercial Fisheries. In accordance with requirements of the Ministry of State 
for Economic Development, the Department prepared a 1980 Strategic Overview 
that reviewed the direction and objectives of the entire Department. An 
improved and updated version of the Strategic Overview was issued in 1981. 


8.40 The Department has instituted other planning initiatives that are 
linked to the Strategic Overview. For example, National Plans, covering most of 
the major functions, have been developed. These National Plans are detailed 
expansions of the Strategic Overview. Also, in accordance with Treasury Board 
requirements, the Department has introduced multi-year operational planning 
which covers a five-year period and quantifies the resources required to meet the 
objectives set out in the Strategic Overview and National Plans. 


8.41 DFO has made a major effort to improve planning by implementing 
new systems for strategic and operational planning. The various planning 
processes -- the Strategic Overview, the National Plans, and the multi-year 


operational plan -- were not as complete or as integrated as they should have 
been; however, the Department was aware of the areas requiring improvement 
and is addressing them. 
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Effectiveness Measurement 


8.42 Program evaluation. The Evaluation Group of the Evaluation and 
Audit Branch of DFO is responsible for conducting and reporting effectiveness 
evaluations of the Department's programs. During 1980-81, the Group had six 
person-years and a budget of approximately $400,000. The Group is still in the 
formative stages of development but has plans to evaluate all departmental 
programs. Our audit included a detailed review of the Group's structure and 
management and the evaluations planned and conducted to date. 


8.43 In 1980, an evaluation policy was issued, outlining the roles and 
responsibilities of the Evaluation Group and the Evaluation Committee. At the 
same time, a five-year schedule of evaluation was approved. We reviewed the 
policy and schedule and found both to be satisfactory. 


8.44 The Group has completed evaluation studies for all four programs in 
the first year of the evaluation schedule. Evaluation assessments, or pre- 
evaluation planning documents for the five programs in the second year of the 
evaluation schedule, had been completed, and work was under way on the actual 
evaluation studies of these programs. We reviewed two of the studies completed 
in the first year and four of the five assessments for the second year of the 
evaluation schedule. 


8.45 In 1981, Treasury Board approved a "Guide on the Program Evaluation 
Function". This and other recently available supporting documentation have 
helped to provide direction for evaluation activities in departments and agencies. 
However, because evaluation functions are expanding rapidly throughout govern- 
ment, there is a shortage of adequately trained and experienced personnel. 


8.46 We found that evaluations studies and assessments were of uneven 
quality, and some evaluations had fallen behind schedule. We noted, however, 
that the group has made definite progress toward planning and conducting evalua- 
tions in a manner that satisfactorily reflected the requirements of both the 
Treasury Board Guide on Program Evaluation and our audit criteria for effective- 
ness measurement and reporting. 


8.47 The Department was aware of the problems encountered by the 
Evaluation Group in its early years of operation and was attempting to consolidate 
its initial progress by filling vacant positions with experienced personnel, and 
following even more closely Treasury Board guidelines on planning and conducting 
program effectiveness evaluations. 


8.48 The Evaluation Group is responsible for conducting effectiveness 
evaluations of all programs at least once every five years. In addition, individual 
program managers are responsible for having appropriate procedures in place to 
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monitor continuously the extent to which their programs are achieving the desired 
effects or objectives. An important step in being able to measure program 
effectiveness is to have clear program objectives. 


8.49 To determine the degree to which there were satisfactory procedures 
to measure program effectiveness, we examined the systems in place in the 
Atlantic region to measure the adequacy of control over the access to the 
fisheries resource. The licensing process determines which people and which 
vessels have the right to fish. The allocation process takes the total allowable 
catch in a year and divides it up among various user groups. Taken together, 
these two activities determine who catches what fish and under what circum- 
stances. 


8.50 We examined the 1981 Atlantic Groundfish Management Plan as the 
major example of the allocation process. This allocation plan allocates approxi- 
mately 60-65 per cent of the total Atlantic catch. In 1980, this catch was valued 
at $227 million. 


8.51 The task of specifying precise objectives for the allocation process is 
difficult. Only from the mid-1970s on were effects like economic benefits and 
social well-being explicitly taken into account in fisheries management. 
Previously, only biological aspects, such as the maximum numbers of fish that 
could possibly be taken, were considered important. Time is needed to conduct 
analyses and establish information systems to manage the fisheries resource with 
an appropriate level of understanding of its socio-economic characteristics and 
effects. In some areas, this type of information has only recently become 
available for use by fisheries management. 


8.52 Although progress has been made in clarifying the Department's socio- 
economic objectives since the mid 1970s, we concluded that the objectives of the 
Atlantic licensing and allocation activities were not sufficiently precise. For 
example, licensing has a major effect on the income of fishermen and the 
Department has included "to improve incomes" among its objectives for the 
licensing program. It might be expected that precise targets, such as the average 
industrial wage or a set poverty line, would be used to make such an objective 
clearer. 


8.53 Further, the objectives of the 1981 Atlantic Groundfish Management 
Plan included the improvement of incomes and the maintainance and enhancement 
of the economic viability of coastal communities. Economic viability can be 
expressed using more precise terms, such as a specified proportion of a 
community's income or employment derived from the fishing industry. Clearer 
objectives concerning income are possible and necessary to permit measurement 
of program effectiveness and to hold managers to account for program perform- 
ance. 
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8.54 The Department had not completed a program evaluation component 
profile of their programs as required by the Treasury Board's Guide. These 
profiles include the objectives of a program and a statement of its intended 
impacts and effects. Profiles can help establish the accountability of program 
managers and can be useful in evaluating the effectiveness of their programs, 
especially in key functions, such as licensing and allocation that control access to 
and allocation of the fishery resources. 


8.55 The Department should ensure that program evaluation profiles are 
completed for all programs. 


8.56 Salmonid Enhancement Program. The Department has expended 
significant effort in defining and measuring the objectives of the Salmonid 
Enhancement Program. This program uses various enhancement techniques to 
achieve its target of doubling the number of salmon available on the West Coast 
of Canada. When these fish are caught, the Department assumes that socio- 
economic benefits will accrue with respect to national income, regional develop- 
ment, native people, employment, and resource and environmental preservation. 


8.57 We selected three enhancement projects at Chilliwack, Puntledge and 
Tlupana Inlet that had been completed and were representative of the cost- 
benefit methodology that was applied to all the enhancement projects. We 
reviewed the assumptions that were made and the types of data and information 
used in these selected projects. 


8.58 The procedures to measure the effectiveness of the Salmonid Enhance- 
ment Program were generally satisfactory. However, our examination revealed 
some problems with the available data because they varied in quality or accuracy, 
and some of the assumptions were at wide variance with what was most likely to 
occur. For example, catch data or allocation of catch to different user groups 
such as sports fishermen or American fleets were known to be subject to some 
error. Also, the Department based the estimated benefits of the enhancement 
programs on an assumed level of fish survival and catch rates. Although some 
level must be assumed, departmental experience has shown that these survival and 
catch rates can vary by as much as a factor of two. When these assumptions and 
data are used in cost-benefit analysis, they raise serious questions concerning the 
validity of the cost-benefit ratio that determines whether a project will or will 
not be undertaken. Finally, with respect to the validity of some assumptions, the 
Department assumed no increase in the capitalization of the fishing fleet. It is 
reasonable, however, to expect that some capitalization, like increasing capacity, 
will occur. This increase in the fleet's capitalization cost would result in a less 
favourable cost-benefit ratio for the projects concerned. 


8.59 Typically, when data that are subject to a significant amount of error 
or that may change over time are entered into a cost-benefit ratio, several ratios 
are prepared based on alternative, but likely, scenarios. The Department has 
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conducted this type of sensitivity analysis for the selected variables on the 
Puntledge River project and for future prices for salmon on all projects. 


8.60 The Department should carry out further sensitivity analyses where 
assumptions and data are subject to a significant degree of fluctuation that could 
significantly affect the outcome of the cost-benefit ratio. 


8.61 The general methodology used for the Salmonid Enhancement Program 
could be applied to other projects in the Department. Initiatives are already 
under way to expand it to the areas of enforcement, regulation and conservation 
on the Pacific coast. 


8.62 The Department should determine the feasibility of applying the 
effectiveness methodology of the Salmonid Enhancement Program to other 
departmental programs. 


Fisheries Research 


8.63 Within Fisheries Management, responsibility for research is exten- 
sively decentralized. The field organization includes a total of six regions, each 
with a regional headquarters. There are nine research establishments. The cost 
of research for 1980-81 was approximately $50 million, with over 800 person- 
years directly associated with fisheries research. 


8.64 We reviewed the management systems and procedures for planning and 
controlling research and development activities. Our review was designed to 
assess the adequacy of the systems and procedures for ensuring that the Fisheries 
Management Program managed its research activities economically and effici- 
ently. 


8.65 Managing the fishing resources requires intensive scientific effort to 
determine the best level of resource harvesting to ensure conservation and 
regeneration while, at the same time, permitting maximum socio-economic 
returns. To fulfil its mandate, the Department has embarked on a comprehensive 
program of resource assessment and analysis for the principal species of interest. 


8.66 The Department's procedures for estimating the size of stocks are 
based on scientific and statistical methodology established originally in the early 
1970s and improved subsequently. The Department has well developed procedures 
in this regard; however, because of extensive, natural variability in populations 
ier ome species, the reliability of the data for these species is not as good as it is 
or others. 
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8.67 There are research programs directed toward long-term understanding 
of the behaviour of various species and the inter-relationship between species. 
However, within the Fisheries scientific community, there is considerable concern 
that the emphasis on obtaining accurate stock assessments has been at the 
expense of long-term research. In certain species, the lack of research is 
becoming a problem for effective long-term management of the resource and for 
international negotiations. 


8.68 We noted an apparent imbalance in the resources allocated to various 
species, if the level of resources devoted to certain species is compared to the 
current and future benefits provided by these species. We realize, however, that 
the allocation of research resources reflects public perceptions of need for 
service as well as historical patterns. For example, substantial research, habitat 
and enhancement effort has been devoted to salmon on the Atlantic coast. A 
departmental study indicated that, in 1978-79, the Maritime region expenditures, 
including research and enforcement, amounted to 29¢ for every $1.00 of fish 
landed in that region. For salmon, the amount spent was at least $12.60 for every 
$1.00 of fish landed. The Department had not carried out analyses to determine 
what would be an appropriate level of expenditure to devote to each species. 


8.69 The Department should carry out studies to determine how its 
research and enforcement efforts should be allocated. 


Economic Development 


8.70 The Economic Development Directorate of Fisheries and Oceans is 
responsible for economic policy development, fishermen's assistance programs and 
marketing and international agreements. Our audit covered economic policy 
development and fishermen's assistance programs. 


8.71 Economic analysis. Economic analyses are essential input for a wide 
range of departmental activities. They are used in developing economic policy, 
allocating fish quotas and evaluating and designing fishermen's assistance pro- 
grams. 


8.72 In the Newfoundland region, a number of studies had been made of 
certain fisheries and the financial performance of some fleet segments. However, 
these studies had been made of large vessels and restricted fisheries like shrimp 
and crab while the vast majority of the fleet, the small inshore vessels in the 
Atlantic region, had yet to be studied. The Newfoundland region is planning a 
survey of the inshore fleet during 1981. 


8.73 Although the Department had made progress in improving the quality 
and range of its economic analyses, further improvement was required, particu- 
larly in the area of the Atlantic coast inshore fleet. Without adequate analysis on 
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the inshore fleet, it is difficult for the Department to make key decisions on 
allocation or to evaluate fishermen's assistance programs which are often 
designed to help inshore fishermen. For example, the Department allocated 60 
per cent of northern cod to the inshore fleet without any quantitative analysis of 
the trade-off between employment, fish quality, income improvement, stability, 
economic efficiency and allocations to other fleets. 


8.74 The Department should ensure that its economic analyses are ex- 
panded, particularly for the East Coast inshore fleet. 


8.75 Catch statistics. Statistics on catches serve as input for a number of 
different activities. They are used in fishery research to develop the total 
allowable catch, in the allocation process to allocate fish quotas, and in economic 
analysis to establish fishermen's incomes and to monitor fish quotas. They are 
published monthly and annually as public information and are used in international 
negotiations. 


8.76 Because catch statistics are used for such a variety of purposes, there 
are conflicting and competing requirements for the same data. For example, in 
managing quotas, it is essential that the data are timely. When developing total 
allowable catch numbers, however, researchers require accurate data on what was 
caught and from what locations; timeliness of data is not a major concern. As a 
result of these different information requirements, there have been a number of 
data systems developed. 


8.77 The Department was aware of the problems in trying to produce data 
that are both timely and accurate. There had been a number of attempts to 
resolve the problems at headquarters and in the regions. Nevertheless, the 
problems of duplication of effort, lack of timeliness, inaccurate data and unco- 
ordinated efforts by different regions still remained. 


8.78 The Department should review the present system for compiling catch 
statistics to ensure that it meets the needs of its users in the most cost-effective 
manner. 


8.79 Fishermen's assistance programs. We reviewed the major program 
designed to provide assistance to fishermen, the Fishing Vessel Assistance 
Program. 


8.80 This program was originally intended to increase the productivity and 
efficiency of Canada's fishing fleets by providing fishermen with financial 
assistance for constructing new vessels and modifying existing vessels. Since its 
inception in 1942, the objectives of the program have expanded to include helping 
independent fishermen, and generating employment in shipyards and related 
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industries. For the fiscal year ended 31 March 1979, expenditures totalled $10.7 
million and provided for the construction of 763 new vessels and the modification 
of 22 others. 


8.31 Our review of the Fishing Vessel Assistance Program indicated that 
the program did not operate with due regard for economy or efficiency. A major 
problem in the East Coast fisheries has been excess capacity of the fishing fleet. 
The results of a study, commissioned by the Department and published in October 
1979, indicated that the program had aggravated the situation by subsidizing the 
construction of vessels with greater catch capacities. The same study concluded 
that the program had had the effect of increasing the price of all fishing vessels, 
although only one in three newly constructed vessels was subsidized. This has 
created a potential conflict with other departmental programs. 


8.82 The controls over the operations of the program were inadequate. We 
found a number of instances where the Department's eligibility criteria and 
financial controls were not followed. For example, 45 files contained no 
evidence that the vessels had been inspected during construction or that they 
were insured. Although the regulations require that the vessel must be involved in 
fishery activities for a number of years after replacement, none of the 67 files 
reviewed contained reports on subsequent fishing activity. The Department's 
published eligibility criteria were all violated at least once. 


8.83 The Department should enforce its eligibility criteria and controls for 
the Fishing Vessel Assistance Program. 


Fisheries Operations 


8.84 Fisheries Operations covers a wide range of activities such as alloca- 
tion of fish stock, regulations, surveillance and enforcement, inspection, and 
enhancement of fish stocks. In 1980-81, Fisheries Operations employed over 
1,700 person-years. 


8.35 Allocation of fish stocks. The allocation process is the key activity in 
the stocks management process because the Department's ability to allocate fish 
stocks among fishermen and regions gives it substantial power to control 
economic returns. It is during the allocation process that fisheries managers set 
catch quotas for various species. 


8.86 The process begins with the provision of scientific advice to the 
departmental managers on a "best catch" quota to determine the most appropriate 
balance between maximum harvesting and ensuring the conservation and regener- 
ation of fish stocks. Once the research advice has been given, advisory 
committees develop draft fishing management plans. The preparation of the plan 
is generally based on scientific advice, past allocations, management policy and 
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available economic analyses. The fishing management plan prescribes the total 
allowable catch by species for various geographic sectors, types of equipment and 
fishermen. An important part of the process in the past has consisted of 
consultation with various interested and affected groups. 


8.87 However, our audit disclosed two weaknesses in the allocation process. 
First, as discussed previously under the heading Effectiveness Measurement, the 
Department had not defined clearly enough its socio-economic objectives with 
respect to the allocation of stocks. Similarly, the Department had not formally 
established priorities for, or developed trade-offs between, objectives when 
conflicts arose or where it was clearly not feasible to attain all the objectives. 


8.88 A second weakness in the allocation process pertained to a lack of 
information on the economic and social effects of alternative allocation methods. 
We observed that the process of developing and implementing the management 
plans was becoming increasingly costly. We could not find evidence of cost- 
benefit studies of the consultation process or of alternative approaches for 
developing management plans, such as the method employed by the U.S. govern- 
ment whereby the fishermen's representatives make the allocation. 


8.89 The Department should undertake studies of alternative methods of 
allocation of fish stocks, where feasible. 


8.90 We also found problems in the co-ordination of specific fishery 
management plans developed in the allocation process with other departmental 
programs, particularly regulatory and licensing enforcement activities. Although 
many of the plans attempted to allocate existing fish stocks in a manner that 
would achieve a stable level of harvesting: capacity, other programs either 
continued to permit expansion of existing harvesting capacity or permitted new 
entries into the fishery. 


8.91 For example, the Fishing Vessel Assistance Program has, as noted 
previously, exacerbated the capacity problem. In addition, although the Depart- 
ment's fishing plans were based, in many instances, on a cut-off of limited entry 
licences, we found situations where, in 1980, licences in the Maritimes for limited 
fisheries for groundfish, herring and scallops continued to increase. The increased 


capacity thus generated tended to put more pressure on stocks that were, in some 
cases, fully utilized. 


8.92 Although fishing management plans called for a commercial salmon 
fishing ban in New Brunswick, which ended in 1981, and for compensation 
payments of $1.5 million per year to be paid to commercial fishermen, bycatch 
and poaching of salmon, according to the Department, substantially defeated the 
purpose of the ban. Bycatch refers to fish caught while fishing for other species 
permitted under licence. 
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8.93 The Department should ensure that all its programs and activities 
relating to fish management are properly co-ordinated to minimize conflict with 
each other. 


8.94 Licensing. Most major fisheries are controlled through the use of 
commercial fishing licences. In general, these major fisheries have limited entry 
licences, meaning that no further expansion of the fishery is allowed. 


8.95 The Department lacked consistent and clearly stated licensing policies 
that covered ownership, utilization and transferability. Without such policies, 
regions have developed their own approaches that are confusing to fishermen and 
departmental officials alike. For example, on the West Coast, most licences can 
be transferred; on the East coast most cannot. The East coast regions also have 
different approaches to ownership. The Department could not give us any clear 
rationale for these differences. 


8.96 A second weakness with licensing is that the Department has regula- 
tions that cover some, but not all, aspects of licensing. In 1981, the Department 
had to make an out-of-court settlement with a fisherman because, in the opinion 
of the Department's own lawyers, a licence could not be denied by policies that 
were not defined in regulations. 


8.97 The Department should develop general principles and policies on 
licensing that cover utilization, ownership and transferability and should establish 
regulations covering these principles and policies. 


8.98 Regulations. The Department issues regulations under the authority of 
the Acts that it administers. Procedures for issuing and amending regulations 
were inadequate to ensure that regulations were issued promptly when required. 
For example, the regulations covering the 1981 Atlantic Groundfish Management 
Plan were not promulgated by January 1981. 


8.99 The Department should issue regulations on a timely basis. 


8.100 Surveillance and enforcement. Historically, surveillance and enforce- 
ment activities have been directed toward traditional inland and inshore species 
such as salmon or lobster. During the 1960s and early 1970s, offshore stocks were 
managed by the International Commission for the Northwest Atlantic Fisheries of 
which Canada was a member. In 1977, when the 12-mile limit was extended to a 
200-mile fishing zone, the responsibilities and complexities of surveillance and 
enforcement activities were altered dramatically. Canada assumed the sole 
responsibility for the direct management of a number of inshore and offshore fish 
stocks such as cod, herring, hake, halibut and redfish. The Department responded 
to this new role by introducing a number of measures, including foreign fishing 
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limitations, licensing requirements, gear limitations and management plans to 
conserve and augment fish stocks. 


8.101 The Department's surveillance and enforcement activities are divided 
into two areas, offshore and inshore. The Department has adequately managed its 
offshore surveillance and enforcement activities. Since 1977, it has instituted a 
number of techniques, including on-board observers, aircraft surveillance, vessel 
boardings and a computerized information system that ensure that both foreign 
and domestic offshore fleets comply with regulations. 


8.102 There were weaknesses, however, in the management of inshore 
surveillance and enforcement activities. Operational planning was weak because 
the Department had not established priorities or specified the desired level of 
effort for each species and the allocation of resources between enforcement 
activities and other duties such as licensing, data collection, public relations and 
so on. The person-year and equipment requirements, and hence the cost of 
enforcement, varied considerably among species. Without priorities, it was not 
possible for the Department to set appropriate enforcement practices or to 
establish accurate budgets. 


8.103 The Department should establish priorities as part of its operational 
planning system for inshore surveillance and enforcement activities. These 
priorities should be used in the operational planning process to determine how 
surveillance and enforcement effort should be distributed among the different fish 
species and among other activities, such as licensing and data collection. 


8.104 Since inshore surveillance and enforcement cover a wide range of 
activities, it is important that the Department have an information system that 
records where resources are being spent. The Department did not have a 
management information system that covered inshore activities. Such informa- 
tion is essential in setting regional and area operational plans and in comparing 
actual results against plans. 


8.105 The Department should ensure that it has appropriate information on 
the way in which inshore surveillance and enforcement efforts are being ex- 
pended. 


8.106 Inspection. The fish inspection program is designed to protect the 
public from health hazards and fraud. The Department uses over 400 person-years 
and an annual budget of $10 million to inspect some 1,300 processing plants. The 
inspection program has seven main components: 

~ vessels and vessel landings; 


- unloading, handling and transportation; 
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- plant registration; 

- inspection of plant operations; 

- product inspection - grading; 

- product inspection - health, safety, minimum quality; and 


- product inspection - imports. 


8.107 Several aspects of the fish inspection program were adequately 
managed. The Department's approach to products requiring mandatory inspection, 
such as canned salmon, or to products with export certificates was based on 
assessment of key processes and statistically valid sampling techniques. Approxi- 
mately 40 per cent of production requires mandatory inspection. The Department 
adequately managed the inspection of imported fish products by ranking countries 
and products and concentrated its effort on those areas with the greatest 
potential hazard. Annual plant surveys were also carried out adequately. 


8.108 For approximately 60 per cent of the production that does not require 
mandatory inspection, sampling for inspection was not done on a statistically valid 
basis, and the Department had not determined the appropriate level of inspection. 
The Department is planning to rate plants; this is the first step in the effort to set 
the level of inspection. 


8.109 The Department should develop criteria for categorizing hazard levels 
in all plants and facilities and, to aid in setting levels of inspection for each plant, 
the Department should apply these criteria to rate the plants and facilities it 
inspects. 


8.110 The Department should develop statistically valid sampling and inspec- 
tion plans for all fish plants and products it inspects. 


8.111 The Department has an operational performance measurement system 
for inspection; however, this system was not being used because a number of 
regions found the output inappropriate to their needs. Consequently, it did not 
have access to accurate and timely information necessary for planning and 
controlling inspection activities. 


8.112 The Department should ensure that appropriate and timely information 
is available to meet the needs of inspection management. 


8.113 Fisheries and Oceans has two major initiatives under way that affect 
inspection. The first is a major evaluation that is to be completed early in 1982. 
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The second is the Quality Improvement Program, aimed at improving the overall 
quality of Canadian fish products. It is too early to determine what results this 
new program will have, but the initial plan indicated that it may correct some of 
the weaknesses in the current fish inspection program by improving fish handling, 
introducing grades of fish and requiring processors to implement quality control 
programs. 


8.114 Enhancement. Fisheries and Oceans enhances natural fish stocks on 
both the East and West coasts by a number of techniques such as hatcheries, 
spawning channels and lake fertilization. On the West coast, enhancement is a 
major element of the Department's operation under a program approved by 
Cabinet in 1977. On the East coast, enhancement activities are carried out on a 
considerably smaller scale. 


8.115 The Salmonid Enhancement Program on the Pacific coast is intended 
to generate economic, social and environmental -benefits through contribution to 
national income, regional development, employment, well-being of native people, 
and environmental preservation goals of Government. It applies fish culture 
technology to Pacific Salmonid species. One of the aims is to restore and 
preserve the historical levels and distribution of salmon by species and stock. 


8.116 The Program is being carried out in two phases with the long-term 
objective of contributing to the Government's national and other goals by 
increasing the salmonid production by up to 150 million pounds per year. Phase I, 
the first seven years, has the objective of constructing fish hatcheries and other 
facilities capable of producing an additional 50 million pounds of salmonids each 
year at a cost of $150 million. Phase II will have variable annual salmonid 
production targets based on the attainment of the Government's current economic 
and social objectives. 


8.117 The Program is administered by a Salmonid Enhancement Program 
Directorate which reports to the Minister of Fisheries and Oceans through a 
Salmonid Enhancement Board. 


8.118 Our review of the Salmonid Enhancement Program included an exam- 
ination of the overall planning process, financial management, the planning and 
acquisition of major production facilities, an assessment of the program evalua- 
tion procedures, reported earlier in this chapter, and the reporting on hatchery 
operations. Our examination did not extend to a review of the inter-relationship 
between the Salmonid Enhancement Program and other West coast activities such 
as stock management, regulations, licensing and enforcement. 


8.119 Our summary conclusions are that the Salmonid Enhancement Program 


has developed sound systems for planning, for the acquisition of capital assets and 
for financial management. 
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8.120 The Program's strategic and operational plans were integrated and 
were based on extensive studies, user input and management review. These plans 
clearly identified the total program costs and anticipated outputs. The cost- 
benefit analyses of individual projects used assumptions and data generally in line 
with Treasury Board guidelines. Project selection criteria had been established to 
ensure proper selection and to maximize technical, social and economic benefits 
for the Program. 


8.121 Our examination of four of the five major completed construction 
projects indicated that projects were selected on the basis of a study of 
alternatives and an analysis of costs and benefits. The projects were well planned 
and managed. The Directorate, however, had not developed a system to review 
and report on completed projects. Such a review would compare actual to 
planned, actual to average, or some other standard of performance of costs, time 
and engineering quality. Because no review system was in place, the Directorate 
could not ensure that strengths and weaknesses of projects were identified and 
dealt with appropriately. 


8.122 The Salmonid Enhancement Program Directorate should develop and 
implement post-project evaluation procedures to ensure that strengths and 
weaknesses of projects are identified and used to improve the management of 
future projects. 


8.123 The Salmonid Enhancement Program is at a stage of transition. The 
initial major construction projects have only recently been completed; their 
operation and maintenance are now becoming the major activity of the Director- 
ate. 


8.124 There was a general lack of formal and uniform systems for collecting 
data and reporting on the operations of the enhancement facilities. Although 
extensive data were collected and numerous reports produced, we found a lack of 
clear, concise summary reports on performance. For example, we did not find 
concise reporting on how soon full utilization of total production capacity would 
be reached and the extent to which the current output was ahead or behind 
schedule. There were no production standards against which performance could 
be monitored, nor was there any form of standard costs that could be used for 
evaluating the cost effectiveness of individual facilities. 


8.125 The Department should develop production standards, standard costs 
and clear, concise performance reports. 


8.126 The Department's financial management and reporting system has 
been modified by the Directorate to meet the requirements of the Salmonid 
Enhancement Program. These changes, however, have not been documented. The 
Directorate has introduced various modifications and improvements to the 
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Department's financial management and reporting system; for example, variance 
analyses and reports were being prepared and followed up on a quarterly basis. 
These changes have been made independently of the Comptroller's Branch at 
headquarters. Without documentation of the new procedures and reporting 
requirements, there has been no transfer of knowledge to the other regions or 
branches within the Department. This lack of documentation could also cause 
problems if there were to be a turnover of the staff involved in the Program's 
financial management function. 


8.127 The Department should ensure that all changes to the financial 
management and reporting systems are first reviewed by the Comptroller's Branch 
and documented. 


8.128 The Department operates 12 hatcheries in the Atlantic region to 
enhance salmon and trout. The hatcheries require a staff of 54 and an annual 
budget of $1.9 million. 


8.129 The hatchery system demonstrated lack of due regard for economy and 
efficiency. There were several uneconomic and inefficient hatcheries. For 
example, there were three hatcheries in close proximity serving the same river. 
The Department has acknowledged that economies could be achieved by closing at 
least one hatchery. 


8.130 Our review of departmental documentation indicated that the 
hatchery situation had been evident to the Department for several years, and the 
situation had not been resolved. 


8.131 The Department should rationalize the present system of hatcheries 
with a view to improving economy and efficiency. 


Small Craft Harbours 


8.132 The Department has responsibility for the operation and management 
of a national system of approximately 2,400 fishing and recreational harbours, 
most of which are located on the East coast, and the administration of related 
federal property, leases, licences and agreements. This Program has had annual 
funding of approximately $35 million for the last six years, and the total value of 
the facilities is estimated by the Department to be $1.5 billion. Expenditures at 
individual harbours can range from nil to millions of dollars. 


8.133 The Program is implemented through the Small Craft Harbours Direc- 
torate in Ottawa and six regional offices. Approximately 70 per cent of the 
budget, the bulk of which is allocated for fishing harbours, is expended on the East 
coast. The Small Craft Harbours Program varies significantly from one region to 
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another. For example, in British Columbia, the emphasis is on harbour manage- 
ment; in Newfoundland, construction and upgrading of facilities are the main 
concerns. Our examination was designed to determine whether the Department's 
acquisition and management of Small Craft Harbours demonstrated due regard for 
economy and efficiency. 


8.134 Planning. We noted considerable user participation in identifying 
regional needs and thus in contributing to the development of regional plans. 
However, there was no approved comprehensive national! plan for the Small Craft 
Harbours Program, and projects identified by the regions and submitted to Head- 
quarters for approval were not ranked in order of priority on a national basis by 
Headquarters to ensure that available resources were allocated to individual 
projects in order of importance. The present system of relatively consistent 
allocations to regions did not ensure that resources were used in a way that would 
provide the greatest socio-economic benefit. 


8.135 The Department should develop a system for ranking projects in order 
of priority on a national basis to ensure allocation of resources based on greatest 
need. 


8.136 Project studies and review. There have been no written guidelines 
established to determine when socio-economic studies used to define the need for 
projects should be conducted. There was considerable variation among the regions 
as to when such studies would be conducted. 


8.137 The Department does not require post-completion reviews of projects. 
There was no documented identification of implementation strengths to be carried 
forward or of weaknesses to be avoided in future projects. Escalation costs were 
not clearly segregated from increases or decreases due to changes in the scope of 
the work. All of these are needed to improve the estimating and/or control of 
future projects. 


8.138 The Department should establish guidelines for identifying those 
projects requiring socio-economic studies and should ensure that post-completion 
reviews are carried out for major projects. 


8.139 Harbour administration. Rates charged for services and use of 
facilities, as set out in the Fishing and Recreational Harbours Regulations, have 
not been changed since the responsibility for Small Craft Harbours was trans- 
ferred from the Department of Transport in 1973. There were no procedures in 
place for the periodic review of rates to ensure their appropriateness. The Branch 
had made little effort to have original rates changed. Rates in place did not 
recover or reasonably reflect the cost of providing services and facilities. If the 
inflation index only had been applied to the rates, they would be at least double 
what they are now. If the Department had increased its rates each year at the 
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same rate as the inflation index, the Department would have charged approxi- 
mately $5 million more than it actually did using the 1973 rates. 


8.140 The Small Craft Harbours Directorate should carry out periodic 
reviews of the rates charged for its services and facilities and, where appropriate, 
recommend changes in rates. 


8.141 Effectiveness measurement. The Small Craft Harbours Directorate 
did not have procedures to measure and report the effectiveness of its program. 
Management has recognized the need and desirability for measuring program 
effectiveness. We were informed that, as a by-product of the Small Craft 
Harbours Evaluation begun by the Department in April 1981, new indicators would 
be developed. 


Ocean Science and Surveys 
Ocean Science 


8.142 The Ocean Science program, which is primarily a research program in 
Oceanography, is extensively decentralized. The field organization includes four 
separate regions, each with a regional headquarters. There are four research 
establishments. The cost for research in 1980-8] was approximately $33 million 
and involved over 750 person-years. 


8.143 The purpose of the audit was to determine whether the systems 
enabled management to carry on research activities with due regard for economy 
and efficiency and whether there were adequate procedures for measuring the 
effectiveness of the program. 


8.144 The research management systems in Oceanography were basically 
sound. Oceanography has recently made a number of improvements in strategic 
and operational planning for research; however, we found several areas where 
further improvements were required to ensure that full benefits accrue from 
these initiatives. 


8.145 The planning process, initiated only a year ago, lacked specific 
guidelines about likely levels of funding for research in general and for targeted 
areas in particular. Further, existing program review and evaluation were not 
used fully to control the direction of research programs. 


8.146 Unlike Fisheries, Oceanography is Primarily engaged in basic research. 
Therefore, project selection is the critical point in the research project cycle 
where senior management can ensure that the right project is initiated. Since 
many of the projects continue over several years, it is most important that the 
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selection process be objective, rigorous, documented and standardized throughout 
this decentralized program. Although there was an informal system, the 
Department did not have formal guidelines or selection criteria for documenting, 
proposing, costing, evaluating, selecting and controlling new research projects. 


8.147 The Department should formalize its guidelines and selection criteria 
for selecting, controlling and evaluating new research projects, and ensure that 
these are communicated to all concerned. 


Canadian Hydrographic Service 


8.148 The Canadian Hydrographic Service is responsible for providing up-to- 
date charts and tables of water currents and sailing directions for use by ships 
sailing in Canadian waters. It operates from a headquarters in Ottawa and four 
regional offices. The Service currently produces and maintains 1,585 charts. In 
1980-81, it utilized 600 person-years and had expenditures of $27 million. 


8.149 Our review of the Service included an examination of the planning and 
controlling process and the systems in place to ensure efficiency of operations. 
We concluded that the Service adequately planned and controlled the resources 
under its direct control. We identified problems with the Service's main reporting 
system, a system designed to be a chart inventory, production status and time 
reporting system for all cartography work done by the Service. Discussion with 
Service officials indicated that they were in agreement with our observations and 
currently have the system under review. 


Support Services 


8.150 When DFO separated from the Department of the Environment in 
April 1979, it had to expand its headquarters support services capability to 
provide for those services that previously were supplied by the Department of the 
Environment. At the time of our audit, the Department was still in the process of 
identifying and correcting deficiencies in its management of support services. 


8.151 We reviewed the management systems used in the administration of 
departmental support services activities. In particular, we examined systems used 
for financial management, internal audit, electronic data processing, payroll costs 
management, and materiel and facilities management. 


8.152 Financial management. Since the Department of Fisheries and Oceans 
is highly decentralized and the regions operate with considerable independence, 
there is a need for strong financial planning, functional direction and sound 
financial systems. In this way, senior management of the Department can have 
assurance that its financial operations are being properly carried out. 
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8.153 We found that there were weaknesses in financial planning and systems 
and a lack of functional direction from headquarters with respect to financial 
matters. 


8.154 To meet its needs after it separated from the Department of the 
Environment, the DFO established a Comptroller's Branch in August 1979. During 
our audit, this Branch was in the process of identifying areas of departmental 
finance requiring improvement and was taking the necessary corrective action. 


8.155 One of the areas where weaknesses existed was in the preparation of 
operational plans, Estimates and budgets. In many areas, there was little 
involvement by financial officers in the preparation of operational plans and 
Estimates relating to the 1980-81 fiscal year. Budget requests were not reviewed 
by financial officers to ensure that they had been properly prepared and contained 
adequate justification for the resources requested. Budgeting, for the most part, 
was not based on analysis of needs but was incremental. Subsequent to our 
examination, the Department has been taking steps to correct these weaknesses 
and issued detailed instructions for the preparation of the 1981-82 program 
expenditure plans. 


8.156 The Department should ensure that financial officers are involved in 
preparing operational plans, Estimates and budgets and that they analyse regional 
requests to ensure that they are properly prepared and adequately supported. 


8.157 The Branch was not regularly providing financial direction and co- 
ordination to the regions. Therefore, there was no assurance that financial 
operations were being carried out adequately and consistently throughout the 
Department. In addition, the Department had not Clearly assigned the responsi- 
bility for developing financial systems either to the Branch or to any other group 
or groups within the Department. For example, because there was no uniform 
policy for controlling and accounting for moneys for research and development 
received from the private sector, each region had developed its own system for 
controlling and accounting for these funds. Effective 1 April 1981, the Comp- 
troller's Branch was given the responsibility for systems development and main- 
tenance. 


8.158 The Comptroller's Branch should give functional direction to depart- 
mental financial units and ensure that the development of regional financial 
systems is properly co-ordinated. 


8.159 Internal audit. The internal audit function is carried out by the 
Internal Audit Division of the Evaluation and Audit Branch. The Division has 
engaged the Audit Services Bureau of the Department of Supply and Services to 
perform most of the audits, with the remainder being carried out by public 
accounting firms. 
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8.160 We examined the mandate of the internal audit function and the 
manner in which audits were planned, conducted, reported and followed up. 


8.161 To the date of our audit, no operational audits had been completed 
since the Division's mandate was expanded only in December 1980 to include 
audits of this type. However, the Division was preparing plans to address its 
additional responsibilities. 


8.162 Although the Audit Committee was established in 1979, it met for the 
first time in April 1981. We found no evidence that the Committee had reviewed 
audit planning, audit policies, resource requirements, Internal Audit Report 
observations and conclusions or departmental action plans to correct deficiencies 
noted in audit reports. 


8.163 The Audit Committee should give active guidance and support to the 
Internal Audit Division by reviewing its plans, policies and reports and by ensuring 
that there is adequate departmental follow-up of major observations. 


8.164 Electronic data processing. The major role of electronic data pro- 
cessing (EDP) within the Department of Fisheries and Oceans is to provide the 
means to collect, organize and disseminate fishery and ocean information and to 
support scientific research. In 1980-81, the total EDP budget was $10 million, 
with 153 person-years devoted to EDP activities. 


8.165 We found that there was no national EDP policy, long-term plan or 
EDP security plan. Therefore, the Department lacked assurance that its EDP 
operations were being developed in conformity with user needs and plans. The 
absence of an EDP security plan could result in the Department losing important 
segments of the information compiled by its computers and being unable to 
replace these data. This has happened on at least one occasion. 


8.166 The Department should develop a national EDP policy, EDP long-term 
plan and EDP security plan. 


8.167 Payroll costs management. In 1980-81, the Department utilized 5,500 
person-years, and its payroll costs amounted to approximately $153 million. 


8.168 We found that the Department had carried out little human resource 
planning and what human resource plans there were had not been properly 
integrated with long-term program needs. The Department was therefore running 
the risk that it would not have the appropriate number of people available with 
the skills necessary to meet its operational needs. 
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8.169 There were serious deficiencies in the Department's ability to forecast 
the future availability of existing human resources. The Department's records of 
its human resources were not sufficiently complete to enable it to develop an 
inventory of available skills, nor did it determine turnover rates, retirement rates, 
career development or succession plans. The Department, therefore, was not ina 
position to develop action plans to provide for needs based on an analysis of skills 
or projections of human resource availability. 


8.170 The Department should improve its human resource planning by 
developing plans that are based on current and future operational needs. 


8.171 The Department did not have a satisfactory training program in that 
there was no formal identification or assessment of training needs and no formal 
process for developing courses or programs based on an analysis of needs. 
Because the Department did not have a national policy covering its surveillance 
and enforcement activities, regions had set their own recruiting standards and 
developed their own training programs, and the amount and quality of training for 
both new and regular officers varied considerably among regions. The Depart- 
ment has recently appointed a national director who is responsible for co- 
ordinating national enforcement issues, including recruiting and training. 


8.172 The Department was not using performance appraisals to help identify 
training needs. Existing training and development programs have been developed 
on an ad hoc basis. They consisted primarily of orientation courses given to new 
recruits. Courses were selected by individuals on the basis of personal interest, 
with little or no involvement by the human resources function. 


8.173 The Department should adopt a more systematic approach to identify- 
ing employees’ training needs. 


8.174 The management of human resources was hampered by the fact that 
the Department did not have a comprehensive human resource information 
system. Besides providing classification, salary and other information with 
respect to employees on strength, such a system could also be used for providing 
other information such as turnover rates, attrition rates, retirement figures and 
the dates on which the performance of employees was evaluated. 


8.175 The Department should develop human resource information systems 
that will provide the information needed by departmental managers for planning, 
training and other personnel management purposes. 


8.176 Materiel and facilities management. The Department has a consider- 
able investment in buildings and other structures and in various types of materiel. 
We found that, in the past, there had been insufficient attention given to the 
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management of materiel and facilities but that, at the time of our audit, the 
Department was identifying and correcting deficiencies. 


8.177 We reviewed the management of one building project, vehicles, 
laboratory equipment, vessels and inshore fish handling equipment. 


8.178 Construction of the Northwest Atlantic Fisheries Centre in St. John's, 
Newfoundland cost $33 million and took place both before and after the 
Department of Fisheries and Oceans was separated from the Department of the 
Environment. Although economies were realized by cost reviews during the 
construction period, there was a lack of due regard for economy in planning the 
Centre. Our review of the consultants' design concept proposal, presented during 
the planning period, disclosed that it was incomplete in some important respects. 
For example, the estimated costs were in part understated and in part incomplete, 
with the result that the preliminary estimate was $8.8 million less than the final 
estimate. Further, the approval of Treasury Board was later sought and obtained 
without assessing the extent, if any, that inadequacies affected the validity of the 
proposal. 


8.179 In addition, the Department proceeded with a segment of the second 
phase of the project costing $2.7 million on which Treasury Board had placed a 
ceiling of $2.0 million. Although the Department received Treasury Board 
approval to complete the second phase, it did not seek specific authorization to 
raise the $2.0 million ceiling to $2.7 million. The cost of the whole project did 
not exceed the approved total only because the Department did not construct the 
project's third and final phase. This third phase was to contain an addition 39,500 
net square feet, representing one-quarter of the originally projected floor space. 


8.180 The Department should ensure that project proposals are properly 
supported by accurate and detailed costs estimates. 


8.181 The Department should maintain its expenditures within approved 
Treasury Board limits. 


8.182 In our 1980 annual Report, we stated that, except as noted in 
paragraphs 2.109 to 2.113, the Department's systems for managing its fleet of 
vessels were generally adequate. We followed up on these observations and found 
that these matters had been dealt with adequately. One other matter raised with 
the Department was not dealt with: this concerns the Department's practice of 
evaluating major refits on a post-project basis without resolving, either with 
Treasury Board or the Department of Supply and Services, the latter's failure to 
include transportation and incidental expenses in evaluating repairs and refit bids. 
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8.183 In respect of inshore fisheries rehabilitation program equipment, the 
Department has taken or is taking statisfactory action on most of the matters 
raised in paragraph 12.3 of our 1980 annual Report. The items remaining relate to 
the failure to adopt and implement a cost recovery program and also to bill and 
collect container rentals promptly in accordance with lease terms. 


8.184 Cost recovery. In 1978, the Governor in Council set out the 
requirements for recovering costs of rendering services to others. Contrary to 
those requirements, the Department has not been recovering any costs with 
respect to the use of its vessels on behalf of outside organizations. We estimate 
these costs to be $1 million a year. Further, in the operation of Bait Depots, only 
one-half of the recovery required by Governor in Council was being made, with 
the result that there was an under-recovery of approximately $1 million in 1980- 
$1. 


8.185 The Department should recover costs in accordance with Governor in 
Council requirements. 


Information for Parliament 


8.186 The Office of the Comptroller General is Carrying out a project to 
improve the form and content of the Estimates and Public Accounts. Fisheries 
and Oceans has not been involved in the revisions process up to this point, and 
thus the Department has an opportunity to develop the necessary data base so 
that costs can be matched to outputs as requested by the Public Accounts 
Committee. Our purpose here is to present some key features of Fisheries and 
Oceans programs that should be included in the Department's Estimates when it is 
called upon to revise its section of the "Blue Book". We make no attempt to 
provide a complete list of the contents of the revised Estimates but, instead, 
cover some of the main points where further work may be required and some 
areas that are particularly important to establishing a basis for accountability. 


8.187 Assistance programs administered. The Department administers a 
number of assistance programs for fishermen; for example, the Fishing Vessel 
Assistance Program and the Bait Services Program. Operational objectives and 
results achieved by these programs should be included in the Estimates. A 
summary table, listing the assistance programs, with specific page references for 
more details later in the plan, would enable Members of Parliament to find 
quickly those areas in which they are particularly interested. 


8.188 Initiatives. The Department has undertaken a number of recent 
initiatives such as the Salmonid Enhancement Program, enforcement of Canada's 
declaration of a 200-mile economic zone, and research in the Beaufort Sea and 
Hibernia fishing areas where oil exploration is taking place. Disclosure of these 
initiatives and their financial implications in the revised Estimates would create a 
context in which Members of Parliament could examine resource needs and 
establish a basis for subsequent accountability. 
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8.189 Operational objectives and measures of effectiveness. Members of 
Parliament are interested in knowing what results a program intends to achieve 
with the resources requested and how these relate to the program's overall 
objectives. For example, the resources for the Salmonid Enhancement Program 
might be related to targets for increased fish stocks and higher catches. Although 
it is true that the levels of fish stocks and catches are affected by factors beyond 
the control of the program, some statistics of past trends and future targets, 
accompanied by a narrative explanation, would give Members of Parliament a 
partial basis on which to judge the effectiveness of the program. Although 
difficult to project and measure, information on the specific socio-economic 
benefits -- national income, regional development, meeting needs of native 
people, employment, and environmental preservation -- would be even more 
helpful to Members in assessing program effectiveness. Similarly, specific targets 
and trends in results for other activities should be included in the Estimates 
wherever possible. 


8.190 Additional ways to justify resource requirements. The information 
required to justify the level of resources depends on the nature of the activity. In 
many cases, disclosure of measures of efficiency and levels of service can be 
useful. For example, in describing recurring functions like field inspection and 
laboratory tests, the level of resources required could be related to the number of 
inspections or tests. The resources required for offshore surveillance and 
enforcement work could be related to the surveillance pattern selected; that is, 
by disclosing the mix of fixed and variable costs for patrols, the extent to which 
costs were increased by more frequent patrols would be made clear. 


8.191 Resource requirements for research are difficult to justify. Here, 
Members of Parliament might find useful an explanation of the mechanism used to 
fix resource levels for research or to select projects. For example, the Estimates 
could explain that, in the fisheries management activity, the major part of the 
research effort is devoted to stock assessment and related biological research 
necessary for the rational allocation of the fish stocks. In the Ocean Science and 
Surveys activities, most of the research effort is for relatively basic work, and 
the Estimates could indicate that projects are selected based on peer group, 
management, and client judgements. 


8.192 Capital. The Estimates should demonstrate that capital projects 
support the objectives of the program and that resources will be acquired with due 
regard for economy. The requirements for materiel should be defined in such a 
way that the materiel acquired will enable the user to meet the need for a given 
service in an economic and efficient manner. The choice among alternative types 
of materiel should be based on a thorough analysis of the relative costs and 
benefits. For example, Fisheries and Oceans meets its extensive requirements for 
ship time by using both charters and its own vessels. The rationale for this 
strategy should be explained in the Estimates. 


8.193 Due regard for economy also requires that decisions on acquisitions or 
construction consider life cycle costing. For example, the Department has a 
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program to replace, on a planned basis, older vessels of 6 metres or more in its 
fleet of 268 ships. The construction of new vessels has important operating 
implications in terms of future years' financial requirements that should be 
explained in the Estimates. Similarly, the Department should also explain in its 
Estimates the life cycle costs of the Small Craft Harbours Program and the 
Salmonid Enhancement Program. 
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Summary of Recommendations and Department's Comments 


Recommendations 
Effectiveness Measurement 


8.55 The Department should ensure 
that program evaluation pro- 
files are completed for all 
programs. 


8.60 The Department should carry 
out further sensitivity 
analyses where assumptions 
and data are subject to a sig- 
nificant degree of fluctuation 
that could significantly affect 
the outcome of the _ cost- 
benefit ratio. 


8.62 The Department should deter- 
mine the feasibility of apply- 
ing the effectiveness meth- 
odology of the Salmonid 
Enhancement Program _ to 
other departmental programs. 


Fisheries Research 


8.69 The Department should carry 
out studies to determine how 
its research and enforcement 
efforts should be allocated. 


Economic Development 


8.74 The Department should ensure 
that its economic analyses are 
expanded, particularly for the 
East Coast inshore fleet. 


Department's Comments 


Agreed. The departmental evaluation 
policy requires evaluation profiles, and 
a project to ensure the preparation of 
project evaluation component profiles 
was initiated in June 1981. 


Agreed. The planning guidelines cur- 
rently under development will include 
appropriate direction. 


Agreed. The planning guidelines cur- 
rently under development will include 
appropriate direction. 


Accurate attribution of benefits to 
specific levels of research and en- 
forcement are impossible to estimate. 
Pilot projects are used as is the judg- 
ment of experienced staff. The 
Department is aware of the need to 
ensure that an appropriate level of 
research and of enforcement is in 
place. 


Agreed. This is under way. 
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Recommendations 


8.78 The Department should review 
the present system for com- 
piling catch statistics to en- 
sure that it meets the needs of 
its users in the most cost- 
effective manner. 


8.83 The Department should en- 
force its eligibility criteria 
and controls for the Fishing 
Vessel Assistance Program. 


Fisheries Operations 


8.89 The Department should under- 
take studies of alternative 
methods of allocation of fish 
stocks, where feasible. 


8.93 The Department should ensure 
that all its programs and acti- 
vities relating to fish manage- 
ment are properly co- 
ordinated to minimize conflict 
with each other. 


8.97 The Department should 
develop general principles and 
policies on licensing that 
cover utilization, ownership 
and transferability and should 
establish regulations covering 
these principles and policies. 


8.99 The Department should issue 
regulations on a timely basis. 


Department's Comments 


Agreed. A project to review and 
revise the catch statistics system is 
under way. 


Agreed. 


The expanded economic analysis cap- 
ability (see recommendation 8.74) will 
permit further analyses to be made. 


The revision of the planning process 
and the establishment of consultative 
and co-ordinating committees is 
expected to provide the necessary ties 
between all programs and activities. 


A proposed policy for the Atlantic 
coast fishery has been made public and 
comments from interested parties are 
awaited. The Pearse Commission on 
the Pacific coast will examine 
licensing policy as a part of its review 
of fisheries management. The 
Commission's report is expected in 
February 1982. 


Agreed. 
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Recommendations 


The Department should estab- 
lish priorities as part of its 
operational planning system 
for inshore surveillance and 
enforcement activities. These 
priorities should be used in the 
operational planning process 
to determine how surveillance 
and enforcement effort should 
be distributed among the 
different fish species and 
among other activities, such 
as licensing and data 
collection. 


The Department should ensure 
that it has appropriate infor- 
mation on the way in which in- 
shore surveillance and_ en- 
forcement efforts are being 
expended. 


The Department should 
develop criteria for categor- 
izing hazard levels in all 
plants and facilities and, to 
aid in setting levels of inspec- 
tion for each plant, the 
Department should apply these 
criteria to rate the plants and 
facilities it inspects. 


The Department should 
develop statistically valid 
sampling and inspection plans 
for all fish plants and products 
it inspects. 


The Department should ensure 
that appropriate and timely 
information is available to 
meet the needs of inspection 
management. 


Department's Comments 


Reviews of the inshore surveillance 
activity on the East Coast are plan- 
ned. The Pearse Commission is ex- 
pected to address the question as part 
of its review of Pacific Coast 
Fisheries Management. 


Agreed. This question will be 
addressed as part of the IMPAC pro- 
ject on operational indicators. 


A program evaluation of the inspec- 
tion program will be completed in 
December 1981. This recommendation 
will be considered along with the 
results of the evaluation when revising 
the inspection multi-year plan. 


Agreed. 


Agreed. This question will be 
addressed as part of the IMPAC pro- 
ject on operational indicators. 
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Recommendations 


8.122, The Salmonid Enhancement 
Program Directorate should 
develop and implement post- 
project evaluation procedures 
to ensure that strengths and 
weaknesses of projects are 
identified and used to improve 


the management of future 
projects. 
8.125 The Department should 


develop production standards, 
standard costs and clear, con- 
cise performance reports. 


8.127. The Department should ensure 
that all changes to the finan- 
cial management and report- 
ing systems are first reviewed 
by the Comptroller's Branch 
and documented. 

8.131 The Department should ration- 
alize the present system of 
hatcheries with a view to im- 
proving economy and 
efficiency. 


Small Craft Harbours 


8.135 The Department should 
develop a system for ranking 
projects in order of priority on 
a national basis to ensure 
allocation of resources based 
on greatest need. 

8.138 The Department should estab- 
lish guidelines for identifying 
those projects requiring socio- 
economic studies and should 
ensure that post-completion 
reviews are carried out for 
major projects. 


Department's Comments 


These procedures are being developed 
and will be tested over the next two 
years. 


An appropriate project will be in- 
cluded in the Department's IMPAC 
Action Plan. It is probable, however, 
that performance standards will be 
specific within Regions rather than 
National in scope. 


Agreed. 


A program evaluation of Atlantic 
Enhancement has been completed. 
This recommendation will be reviewed 
in conjunction with recommendations 
arising from the evaluation. 


This recommendation will be reviewed 
along with the recommendations aris- 
ing from the departmental program 
evaluation currently under way. 


The Department's IMPAC Action Plan 
will include a project to develop such 
guidelines. 
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_Recommendations 


8.140 The Small Craft Harbours 
Directorate should carry out 
periodic reviews of the rates 
charged for its services and 
facilities and, where appropri- 
ate, recommend changes in 
rates. 


Ocean Science 


8.147 The Department should 
formalize its guidelines and 
selection criteria for selec- 
ting, controlling and evalu- 
ating new research projects, 
and ensure that these are 
communicated to all  con- 
cerned. 

Support Services 
8.156 The Department should ensure 
that financial officers are in- 
volved in preparing opera- 
tional plans, Estimates and 
budgets and that they analyse 
regional requests to ensure 
that they are properly pre- 
pared and adequately  sup- 
ported. 


8.158 The Comptroller's Branch 
should give functional direc- 
tion to departmental financial 
units and ensure that the 
development of regional finan- 
cial systems is properly co- 
ordinated. 


Department's Comments 


This subject will be covered within a 
revised departmental policy on cost 
recovery. 


The current guidelines for the review, 
control and evaluation of existing 
research projects will be revised to 
include those for the selection, control 
and evaluation of new projects. 


Agreed. Written guidelines were pre- 
pared for the preparation of the 1981- 
82 Multi-year Operational Plan and 
Main Estimates. Financial Advisers 
have been- established in the 
Comptroller's Branch and have as a 
primary responsibility the analysis of 
regional requests. 


A functional direction policy has been 
developed and will be implemented as 
soon as it receives senior management 
approval (expected in September 
1981). The co-ordination of all 
departmental financial systems is now 
being achieved through the Financial 
Policy and Systems Development 
Division. 
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Recommendations 


The Audit Committee should 
give active guidance and sup- 
port to the Internal Audit 
Division by reviewing its 
plans, policies and reports and 
by ensuring that there is 
adequate departmental follow- 
up of major observations. 


The Department should 
develop a national EDP policy, 
EDP long-term plan and EDP 
security plan. 


The Department should im- 
prove its human resource plan- 
ning by developing plans that 
are based on current and 
future operational needs. 


The Department should adopt 
a more systematic approach to 
identifying employees' training 
needs. 


The Department should 
develop human resource infor- 
mation systems that will pro- 
vide the information needed 
by departmental managers for 


planning, training and other 
personnel management pur- 
poses. 


The Department should ensure 
that project proposals are pro- 
perly supported by accurate 
and detailed costs estimates. 


The Department should main- 


tain its expenditures within 
approved Treasury Board 
limits. 
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Department's Comments 


The departmental audit committee has 
been active and playing an appropriate 
role since April 1981. 


This project will be part of the depart- 
mental IMPAC Action Plan. 


This project will be part of the depart- 
mental IMPAC Action Plan. 


A draft departmental policy and pro- 
cedures have been developed and con- 
sultations with regions are under way. 


A project has been initiated and will 
be included in the IMPAC Action Plan. 


The planning guidelines currently 
under development will include appro- 
priate direction. 


Agreed. 
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Recommendations 


The Department should 
recover costs in accordance 
with Governor in Council re- 
quirements. 


Department's Comments 


Agreed. Work will be initiated as part 
of the IMPAC Action Plan to devise 
appropriate departmental policy direc- 
tion. 
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DEPARTMENT OF THE SOLICITOR GENERAL 
THE CORRECTIONAL SERVICE OF CANADA 


The Service 


Background 


oA The Department of the Solicitor General was established in 1966 by 
the Department of the Solicitor General Act. The Act (now R.S.C. 1970, c. S-12), 
extends to the Solicitor General of Canada the duties, powers and functions 
relating to: 


- reformatories, prisons and penitentiaries; 
- parole and remissions; and 


~ the Royal Canadian Mounted Police. 


4 In 1973, what had been known formerly as Departmental Headquarters 
was reorganized to perform the functions of a Ministry Secretariat. The 
Secretariat is headed by the Deputy Solicitor General and is responsible for the 
development and co-ordination of Ministry policy. 


9.3 Policies on police, corrections and parole are determined by the 
Solicitor General, on the advice of the Deputy Solicitor General and the heads of 
the Royal Canadian Mounted Police, the Correctional Service of Canada and the 
National Parole Board, who together form the Ministry's Senior Policy Advisory 
Committee. 


9.4 The Correctional Service of Canada (CSC) is a combination of the 
Canadian Penitentiary Service established under the Penitentiary Act (R.S.C. 
1970, c. P-6) and that portion of the National Parole Board known as the National 
Parole Service. The Commissioner of Corrections is appointed by the Governor in 
Council under the authority of section 4 of the Penitentiary Act and is 
responsible, under the direction of the Solicitor General of Canada, for the 
control and management of the Service, including the custody of inmates and the 
correctional programs aimed at their satisfactory reintegration into society. In 
addition, the Commissioner is responsible for justifying and supporting the 
granting of parole and supervising inmates to whom parole has been granted or 
who have been released on mandatory supervision. 


9.5 The primary objectives of the Correctional Service, as stated in the 
Estimates, are "to administer sentences imposed by the courts and to prepare 
offenders for their return as useful citizens to the community." 
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9.6 Under the provisions of the Criminal Code of Canada, individuals 
sentenced to less than two years are held in a provincial reformatory or jail. The 
primary role of the CSC is, therefore, to administer the sentence of the courts 
with respect to offenders sentenced to two years or more. The Service is also 
responsible for certain provincial inmates who have been transferred to federal 
institutions under agreements between the Government of Canada and provincial 
jurisdictions. 


9.7 Opportunities for offenders to prepare for their return to society are 
provided through social programs such as counselling and day parole and a series 
of academic and vocational training programs. These activities are supplemented 
by industrial, agricultural, forestry and other in-house work programs. Some 
offenders are allowed, through the day parole system, to hold outside jobs as part 
of their correctional program. All of these programs reflect the emphasis placed 
by the CSC on minimizing the debilitating aspects of incarceration and strength- 
ening family and community ties. 


9.8 A characteristic significant to the operations of the CSC is that 
management must deal with convicted offenders and has no direct control over 
who is admitted to or released from the system. The CSC had a complement of 
approximately 10,000 person-years and a budget of $426 million for 1980-81 to 
operate 58 institutions and 73 parole offices across Canada. 


9.9 The Estimates give the following description of the CSC's activities: 


- Planning and Management - Headquarters, regional and institu- 
tional management; development of policy and plans, and moni- 
toring of performance; promotion of good communications and 
public awareness. 


- Custody of Inmates - Security and custodial care of inmates, to 
minimize the incidence of offenders inflicting harm to the 
public, staff, other inmates and themselves. 


- Education, Training and Employment of Inmates - Promotion of 
work and training opportunities in industrial, vocational and 
scholastic programs designed to develop inmates for useful posi- 
tions in the community as productive and responsible citizens. 


- Offender Case Management - Preparation, direction and coun- 
selling of inmates aimed at their satisfactory reintegration into 
society; supervision of inmates released on parole from both 
federal and provincial institutions; and provision of rehabilitative 
assistance to parolees and inmates discharged from federal peni- 
tentiaries. 


- Health Care - Provision of medical, dental, psychiatric and 
therapeutic treatment for inmates. 
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~ Technical Services - Provision of food, clothing and institutional 
services; the maintenance of accommodation and plant facilities; 
the provision of engineering and architectural services. 


~ Administration - Provision of personnel, finance and general 
administration services. 


Organization 


9.10 The CSC operates federal penitentiaries including psychiatric centres, 
community correctional centres, staff training colleges and parole offices, 
grouped under five geographic regions. Accountability for accomplishment of 
program objectives proceeds from the institutional heads to the regional directors 
general, who report directly to the Commissioner. 


Ae The Commissioner is assisted by a headquarters staff that is organized 
into branches on an activity basis and is responsible for interpreting the Commis- 
sioner's directions through developing, communicating and monitoring the imple- 
mentation of policies, systems and procedures for the regions and providing 
related functional assistance to regional management. Similar guidance and 
assistance is provided to the institutions by regional management. Exhibit 9.1 
sets out the organization of the Service in summary form. 


Environment 


9.12 The Correctional Service of Canada is an integral component of the 
criminal justice system, which also includes the body of criminal laws, law 
enforcement agencies and the courts. Jurisdiction over these various components 
is divided among federal, provincial and municipal governments. 


9.13 Fundamental to the successful direction of the CSC is a well defined 
and understood mission. However, confronting the CSC and all correctional agen- 
cies here and abroad is the basic question of what the ultimate purpose of correc- 
tions should be. 


9.14 Until the early 1970s, the concept of rehabilitation dominated the 
field of corrections. However, because of questions raised about the appropriate- 
ness of this approach by various authorities, including several Commissions and 
study groups in Canada, it has given way to alternative approaches. An opportuni- 
ties model has been adopted by the Service that emphasizes the role of 
corrections in administering fairly and humanely the sanctions imposed by the 
courts and, at the same time, providing inmates with opportunities to better 
themselves. 
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9.15 Several major studies have been made of the CSC, usually in response 
to concerns raised by riots, hostage-takings or other incidents. In 1976, a major 
report, known as the MacGuigan Report, was submitted to Parliament by the Sub- 
committee on the Penitentiary System of Canada. The Sub-committee conducted 
an extensive investigation into the operations of the CSC and concluded that 
rehabilitation during imprisonment had been largely ineffective and that manage- 
ment processes as well as morale among correctional officers needed significant 
improvement. The Report's conclusions and recommendations have served as 
benchmarks for the establishment of priorities and the gradual overhaul of CSC 
management processes within the limits of resource constraints. 


Resources 
9.16 The 1980-81 Estimates present the following summary of the Service's 
authorized person-years and expenditures. 
Authorized 
Person-years Expenditures 
(thousands of dollars) 
Planning and Management 254 $ 10,872 
Custody of Inmates 3,260 79,104 
Education, Training and 
Employment of Inmates 649 42,760 
Offender Case Management Vp UA, 83,108 
Health Care 503 225053 
Technical Services 1295 129,470 
Administration 995 31,140 
Contributions to Employee 
Benefit Plans - 2/893 
98729 $ 426,400 
Audit Scope 
9.17 Our examination of the CSC included a review of the major programs 


and activities of the Service at National Headquarters, in the regions and at the 
institutions, and assessed the adequacy of procedures to measure and report the 
effectiveness of programs. We examined the Service's planning processes, its key 
management and financial controls and accountability reporting, and major 
support functions. 


9.18 Sources of audit criteria included Treasury Board directives and guide- 
lines, CSC's own policies and procedures, standards of the American Commission 
on Accreditation for Corrections, to which the CSC refers where there are no 
Canadian standards, and applicable criteria developed by this Office. 
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Summary of Audit Observations 


9.19 Over the past few years the CSC has taken several significant steps to 
improve the quality and delivery of its programs; for example, it has placed 
increased emphasis on accreditation of institutions under professional correctional 
and hospital standards. The CSC has also developed an action plan in response to 
observations made by the Comptroller General in his IMPAC survey on planning 
processes, organizational relationships, operational control and internal audit. 


9.20 The planning process, comprising strategic and operational planning, 
has addressed areas of major concern to CSC management and has provided 
analyses of how these concerns may be resolved and program objectives met. 
Improvements were still needed, however, in the substantiation supporting annual 
program work plans. 


9.21 The CSC has recently implemented policies and procedures for pro- 
gram evaluation, including effectiveness measurement. Roles, responsibilities and 
accountability of the program evaluation function were well defined, and satis- 
factory follow-up procedures relating to program evaluation reports had been 
approved. At the time of our audit, evaluations of critical areas of the CSC's 
operations, such as custody of inmates, were just getting under way. 


9.22 Security considerations pervade all aspects of the CSC's programs. 
Procedures governing the operation of the custodial function and the measure- 
ment of its effectiveness were well documented and communicated. The CSC has 
also given high priority in its operational plans to methods by which overtime 
costs can be reduced. 


9.23 In the area of case management, significant progress has been 
achieved in developing and promulgating policies and procedures through the case 
management manual. There was still a need, however, to document and 
implement fully the cascading process for transferring inmates to progressively 
lower levels of security classification under certain conditions. The lower the 
security Classification, the less the per-person cost of incarceration. Until the 
CSC implements the process, it will not be able to take advantage of the potential 
increase in economy and efficiency. The process, moreover, is the means by 
which the CSC lives up to one of its governing principles, which dictates that no 
inmate should be kept in a more secure status than potential risk requires. 


9.24 There was also significant room for improvement in the identification 
and documentation of inmates' needs by case management so that the most appro- 
priate available opportunities may be provided. The CSC has done much to 
develop academic and vocational training and employment programs to promote 
the acquisition of job skills by inmates and at the same time contribute to 
defraying the Service's operating costs. However, the CSC had not assessed the 
degree to which these programs met inmates! needs as identified by case 
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management. Successful measurement will require close co-ordination of the 
objectives and priorities of the case management and the education, training and 
employment activities. Cost accounting for products and services of inmate 
employment programs also needed to be improved to enable the CSC to measure 
the degree of success achieved in defraying incarceration costs. 


922) Although improvements have been made in forecasting and planning 
for accommodation, the process could be further improved by including cost- 
benefit analyses and feasibility studies for accommodation projects and formula- 
ting clearer relationships between long-term accommodation plans and offender- 
related programs. As well, increased costs have been incurred during the 
construction stage of projects and changes have been made in their scope and 
design without prior Treasury Board approval. 


9.26 Our audit revealed a number of deficiencies in the management of 
materiel. These were all related to the lack of a formal materiel management 
system to ensure due regard for economy and efficiency in the procurement, 
storage, use and disposal of goods and services required to meet CSC needs and 
objectives. The CSC is aware of these deficiencies and has undertaken several 
corrective measures; for example, it plans to introduce a new comprehensive 
materiel management manual during 1981-82. 


9.27 The CSC has recognized some major problems concerning the lack of 
both a Service-wide human resource inventory to determine future availability of 
existing staff and a co-ordinated human resource planning system to forecast the 
number and type of staff required. There was also need for improvement in the 
identification of training needs and analyses of how best to meet them. 


9.28 In the area of financial management, projects were being undertaken 
to address problems in financial control and were generally being conducted and 
completed in a reasonable manner and time frame. 


9.29 The CSC attaches great importance to internal audit reports and 
follows up promptly on observations raised. Although the mandate, reporting 
relationships and scope of internal audit appeared satisfactory, the quality of 
documentation supporting audit conclusions needed further improvement. 


Observations and Recommendations 
Planning 


9.30 The planning process in the CSC consists of strategic and operational 
planning, which together address the long, medium and short-term needs of the 
Service. The Deputy Commissioner, Policy, Planning and Administration is 
responsible for the preparation of strategic and operational plans and for 
monitoring program performance against plans. 
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9.31 The strategic planning process, which has recently been developed, 
includes an analysis of significant issues likely to confront correctional managers 
over the long term (up to 20 years) so they can develop the necessary options for 
medium (5 to 10 years) and short-range (annual) plans. Examples of these issues 
are the changing characteristics of the inmate population, such as the increased 
proportion of offenders serving long-term sentences, and the number of inmates 
with serious drug and alcohol problems. 


9:32 Information on these issues is provided by the Strategic Planning 
Committee, which acts as an independent advisory committee to the Deputy 
Commissioner, Policy, Planning and Administration. The chairman of the 
committee is responsible for preparing the strategic plan, which is designed to 
provide guidance in the areas of policy formulation, operational planning and 
administration in the CSC. The first report of the Strategic Planning Committee 
was prepared in January 1981 and, although not approved at the time of our audit, 
is regarded by the CSC as a first step in the development of a formal strategic 
plan. 


9.33 A key document in operational planning, the CSC Direction, was first 
published in 1981 and will be revised annually. Results of strategic planning are 
incorporated in this document, which is a statement of objectives, environmental 
considerations, management priorities and targets for the next five years. This 
information is used to develop a detailed five-year operational plan and accom- 
modation plans based on inmate population forecasts for the next ten years. 


9.34 Regions use these medium-term plans to prepare annual program work 
plans for accomplishing the results expected by the Commissioner from each 
region. The Policy, Planning and Administration Branch at National Headquarters 
uses the program plans to develop the Main Estimates and reports required by 
Treasury Board. CSC policy also requires regions and institutions to use program 
plans to monitor operational performance against stated expectations. 


9.35 We found that program work plans were not always based on sufficient 
quantitative information, such as projected volumes of industrial output and work- 
load standards, to justify resources requested in the budgeting process. For 
example, although the cost of the Case Management activity was explicitly 
stated, projections were not made to determine if the performance level 
expected, according to workload standards, could be attained from resources 
allocated. 


Effectiveness Measurement 


9.36 Program evaluation, including effectiveness measurement, is the re- 
sponsibility of the Evaluation and Special Projects Division, whose Director 
reports to the Deputy Commissioner, Policy, Planning and Administration Branch. 
In 1980-81, resources for this Division included $800,000 for professional services 
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on a contract basis and $300,000 for salaries of 14 full-time CSC personnel. The 
Division plans to assess CSC programs on a cyclical basis to determine whether 
they are meeting their specific objectives and contributing to overall CSC objec- 
tives. 


9.37 We found that the structure for managing and organizing the program 
evaluation function met Treasury Board requirements and followed Office of the 
Comptroller General guidelines. The roles, responsibilities, authority and 
accountability of the Deputy Commissioner and the Evaluation and Special 
Projects Director were documented and communicated clearly, and satisfactory 
procedures were in place to allow the Senior Management Committee to review 
and approve evaluations and to follow up on findings and recommendations. 


9.38 The CSC has recently prepared a program evaluation plan for con- 
ducting evaluation assessments and subsequent evaluation studies. The plan 
satisfactorily addressed the matters of program component profiles, the rationale 
for selection or exclusion of activities for evaluation, a five year evaluation 
schedule and estimated resource requirements. Because implementation of the 
plan was just beginning as we concluded our audit, it was still too early to 
determine whether it will be put into effect on schedule and in accordance with 
the policies established for planning, conducting and reporting the results of 
evaluation work. 


Custody of Inmates 


9.39 The custody and control of inmates is the responsibility of the Security 
function, whose objective is to minimize the risk of harm being inflicted by 
inmates on the public, CSC staff, other inmates and themselves. Security 
considerations pervade all aspects of CSC programs. The CSC employs more than 
3,000 staff for security and has an annual budget in excess of $79 million for this 
purpose. 


9.40 Activities to achieve security objectives include operating and main- 
taining physical security at institutions, gathering and analysing intelligence 
aimed at preventing escapes and disturbances, maintaining inmate records pur- 
suant to Part IV of the Canadian Human Rights Act and advising on the physical 
location of inmates for the most efficient use of correctional facilities. Our audit 
focused on the existence of documented criteria and procedures in place for the 
management of the security function. 


9.41 The 1981 CSC Direction stated that management's primary concern 
with operational security in the present climate of fiscal restraint was to 
rationalize the costs of custody while improving the effectiveness of security, 
thereby reducing risks to the public and CSC staff. Emphasis was consequently 
placed on reducing overtime and improving shift schedules, implementing and 
refining security post standards, and developing new electronic security techni- 
ques and an increased crisis management capability. 
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9.42 The CSC has carried out a number of studies on the causes of overtime 
and has formed a National Overtime Committee whose objective is to devise 
methods by which this cost can be reduced. At the time of our audit, these 
studies had not resulted in a definitive management approach to the resolution of 
overtime, and our audit of overtime will continue. 


9.43 We found that procedures for operational security were documented 
and well communicated throughout the CSC by means of the Security Manual. 
For example, it includes procedures for the escort and transportation of inmates, 
the use of force, firearms and other restraint equipment, control of dangerous 
substances, and handling emergency situations. 


9.44 We also found that the CSC had several indicators to measure the 
effectiveness of security and that reports were made regularly to the Senior 
Management Committee. Examples of these performance indicators include the 
number of escapes, murders, suicides, injuries to staff and inmates, riots, hostage- 
takings and use of force by staff. 


Case Management 


9.45 Case management is the process by which the CSC determines and 
regularly re-examines an offender's needs and security classification and provides 
him with counselling and other opportunities, through various social, educational, 
training and employment programs, to meet identified needs. 


9.46 Out of $83 million and 2,773 person-years budgeted for Offender Pro- 
grams, the share devoted to the case management activity is approximately $60 
million and 2,200 person-years. The remainder is for the Chaplaincy and Inmate 
Affairs activities. 


9.47 The case management process is highly discretionary; that is, the 
Service decides what to do with an inmate in its jurisdiction. Because the place- 
ment of an inmate in a specified program and institution has cost implications as 
well as perceived rehabilitation consequences, it is essential that appropriate 
inmate information be gathered and used for placement decisions. 


9.48 Case management is involved throughout the offender's sentence, and 
major steps include: 

~ classifying and placing offenders; 

- preparing individual program plans; 


- monitoring and assessing offenders’ progress against individual 
program plans; : 
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- recommending transfers and early releases; and 


- supervising former inmates who have been released on parole, 
until their sentences expire. 


9.49 Once an offender's initial security classification and cell placement 
have been determined, he is assigned to a case management team consisting of a 
supervisor, a Classification officer, a parole officer, and, as required, psycho- 
logists, security officers or medical staff. This team generates and reviews infor- 
mation on the offender and develops an individual program plan for him. The 
inmate's needs and objectives are considered in planning his rehabilitative activi- 
ties and his eventual transfer or conditional release. Case management policy 
requires the team to monitor the offender's participation and progress and inform 
him of his assessment on a regular basis. Security considerations pervade all 
aspects of this process. 


9.50 Management's expressed objectives in terms of case management are 
to meet offenders' needs and broaden their contact with society. Contact with 
society is made through various social activities as well as through day paroles, 
temporary absences, visits and other programs. The extent to which an offender's 
needs are met should normally be documented in the inmate files. These files 
include the individual program plan, progress reports and other information that 
documents the nature of the crime, the length of sentence, the inmate's behaviour 
during arrest and incarceration, his education, personal background, interests, 
rehabilitation needs and like information. The Service uses this information in all 
decisions on security risk and rehabilitation opportunities. 


9.51 Our review of inmate files disclosed weaknesses in management infor- 
mation. In many cases we found the basis for inmate placement to be poorly 
documented. There were incomplete or unsupported inmate placement reports, 
needs analyses and individual program plans. Although the CSC has recently 
introduced changes to the case management process to improve the quality of 
information in inmate files, we noted that further improvements could still be 
made in documenting the results of such activities as individual program planning, 
counselling and performance monitoring. 


9.52 As a result of these weaknesses in documentation, case management is 
unable to determine how many inmates have actually been provided with opportu- 
nities to meet their identified needs. This information could serve as a measure 
of achievement of offenders' individual program plans and hence an indicator of 
the effectiveness of the case management activity. 


9.53 The CSC should implement appropriate procedures to report on the 
effectiveness of the case management activity in providing opportunities that 
meet offenders’ identified needs. 
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9.54 One of the CSC's governing principles is to "normalize" the offender's 
environment by minimizing those aspects of imprisonment that can contribute to 
physical and mental deterioration and by strengthening family and community ties 
outside the institution. In recognition of this principle, the Service has adopted a 
policy known as cascading, which means that inmates who qualify for lower 
security status should be identified and transferred accordingly. It has direct cost 
and security implications as well as rehabilitation consequences. For example, in 
1979-80, the average annual cost of maintaining a male offender each year was 
$36,000 in maximum, $23,000 in medium and $18,000 in minimum security 
institutions. Though the CSC is currently developing reclassification criteria and 
procedures, it has not yet fully documented the cascading process and associated 
conditions for its application, and therefore does not know whether all the 
potential economies of the process are being realized. 


9.55 The CSC should fully document the criteria and procedures for 
progressively reclassif ying downward the security status of inmates (the cascading 
process). 


Education, Training and Employment of Inmates 


9.56 The Inmate Employment activity, which in 1980-81 involved 649 
person-years and approximately $45 million, has as its objective the provision of 
Opportunities to meet the needs identified by case management for inmates to 
gain accredited academic and vocational education and learn job skills by 
Participating in employment programs. The Divisions described below carry out 
the activities to support this objective. The CSC aims at achieving the full 
employment of all employable inmates, and gives priority to programs that 
contribute to the defrayal of incarceration costs. 


9.57 Several unique characteristics affect the achievement of education, 
training and employment objectives. Security, for example, is a primary 
consideration. The type and level of activities carried out are limited by the 
overriding need to control the movement of inmates, maintain a safe environment 
for employees, and to protect inmates from other inmates. There are restrictions 
on competition with industries in the private sector and also frequent interrup- 
tions during the normal working day for counselling, socialization and medical 
treatment. 


9.58 Industries. The Industries Division manufactures goods at 24 institu- 
tions in 122 different shops. Major products include upholstered and modular 
office furniture, mail transfer boxes, mail bags, shoes and clothing, which are sold 
mainly to governmental and non-profit organizations. It employs approximately 
1,200 inmates. 


9.59 Automated document processing. The Automated Document Pro- 
cessing Division operates six shops in five institutions and employs approximately 
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125 inmates. This group provides services such as data capture, microfilm and 
preparation of printed matter for distribution to federal government organizations 
and others. Fees to client organizations are calculated on a cost-recovery basis. 


9.60 Agricultural operations. The Agribusiness Division operates 15 green- 
houses and 5 farms producing poultry, pork, fish, beef, vegetables and dairy 
products for the CSC's food services. The CSC estimates that approximately 25 
per cent of its food needs are met by agricultural operations, which employ 
approximately 175 inmates. 


9.61 Special employment programs. The Special Employment Programs 
Division identifies new opportunities for inmate employment, assessing their fea- 
sibility and assisting in project implementation. Projects have been conducted in 
construction, forestry operations, inmate-operated businesses and private sector 
employment. Control of these projects is usually transferred to the Industries 
Division once they have been implemented. Opportunities for employment depend 
on the size and nature of the programs in existence at any given time. 


9.62 Education and training. The Education and Training Division provides 
academic education and vocational training in 22 schools in medium and maximum 
security institutions. Academic education is provided through services ranging 
from literacy training to university programs, and vocational training is given in 
various skills in a number of trades. The number of inmates enrolled in academic 
and vocational training programs is approximately 1,700. 


9.63 The achievement of the objective of providing education, training and 
employment opportunities for inmates can easily be measured in output terms 
such as the number of jobs and courses provided in different trades or skills. It is, 
however, more difficult to measure in terms of whether the opportunities 
provided meet the needs as defined by case management. Only a joint and co- 
ordinated approach by the case management and the education, training and 
employment functions could produce such measurement, and at the time of our 
audit these two major programs had not fully co-ordinated their activities. More 
co-ordination was needed in selecting opportunities and establishing their under- 
lying rationale, monitoring an offender's performance, and assessing how success- 
ful the education, training or employment program was in meeting the offender's 
needs. 


9.64 The CSC should co-ordinate the activities of case management and 
education, training and employment and develop and implement procedures to 
measure the degree to which opportunities provided meet the offenders! needs. 


9.65 The objective of achievement of full employment is stated as an 
intended outcome. Performance standards have recently been established against 
which this objective can be measured. 
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9.66 The contribution to cost of incarceration is measured by several finan- 
cial systems. However, because of deficiencies that are now being corrected in 
the cost accounting systems, the CSC was unable to determine the net contribu- 
tion of those programs to the operating costs of the Service. 


9.67 We found that the CSC did not have adequate cost accounting and unit 
production data for its manufacturing activities, including analysis of variances 
between planned and actual results. These limitations made it difficult for 
management to direct employment activities to reduce costs and maximize 
profits. Decisions concerning product pricing, use of idle plant capacity and so on 
were hampered by inadequacies in the current accounting systems. For example, 
there was: 


- no planned or actual unit cost information included in reports to 
management; 


- no provision for including overhead expenditures in product 
costs, even though the capital cost of equipment used is sub- 
stantial; and 


- no accurate matching of revenues with expenses for the same 
period. 


9.68 Revenues from products produced and sold by the CSC amounted to 
approximately $11 million in 1980-81. The contribution from each product group 
was not measured. Thus management had no formal basis for deciding which pro- 
ducts to emphasize to maximize revenue. This failure could have a serious effect 
on the cost recovery objective of the program. The CSC has recently initiated 
changes in the cost accounting system which address these deficiencies. 
However, it is too early to assess their impact. 


9.69 There was no formal system to measure and report on the utilization 
of plant capacity. Statistics on plant utilization would be useful to managers in 
deciding, among other things: 


- where to manufacture a product, if more than one location is 
available; 


- special or bargain pricing at plants having idle capacity; 
- plant expansion or shut-down; and 


- production scheduling for new orders. 


9.70 The CSC should establish a formal system to measure and report on 
the utilization of plant capacity. 
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9.71 We found that products of agricultural operations, except for beef 
cattle, were transferred to institutions at prices set in 1950 that were far below 
current market value and below cost. As a result, costs recorded for the 
operation of institutions were understated in the Public Accounts. This under- 
statement of the cost of agricultural products distorts the true cost of operating 
institutions and the measurement of achievement of the cost-recovery objective. 


Siz The price of products transferred to institutions from Agribusiness 
operations should reasonably reflect the actual cost of production and/or current 
market prices, quality and delivery terms considered. 


Accommodation 


9.73 Planning, construction, post-occupancy evaluation and maintenance of 
accommodation for inmates are the responsibilities of the CSC's Technical 
Services. There are approximately 700 person-years allocated to this activity. 
Estimated expenditures for the on-going capital construction program, which 
consists of minor capital projects such as improvements and renovations, were $59 
million for 1980-81. On-going capital projects are identified annually by 
institutional managers. Technical Services prepares a ten-year accommodation 
plan for major capital projects, whose projected costs were $263 million in total 
for capital and approximately $238 million annually for operation and mainten- 
ance. Accommodation needs are based on population forecasts that are prepared 
for a period of ten years and include the number of inmates by region and security 
Classification. Current accommodation resources are matched with the require- 
ments identified by the population forecasts, and the difference between available 
resources and requirements by security classification and region is the projected 
accommodation need over the next ten years. 


9.74 Planning. Accommodation planning is comprised of two distinct 
functions: the identification of needs and the development of an action plan for 
meeting the needs. We found that the CSC, through the development of an 
inmate population forecast, is able to define needs very precisely, given the 
numbers and types of inmates likely to be incarcerated over the next several 
years. Although significant progress had been made through the development of 
the ten-year accommodation plan and the statement of institutional performance 
specifications, further improvements are necessary. For example, we found that 
the on-going capital projects were not reviewed in conjunction with the ten-year 
accommodation plan. Such reviews should include a systematic analysis of the 
life-cycle costs and benefits based on documented construction cost estimates for 
maintaining existing institutions or constructing new facilities. Several institu- 
tions - Dorchester, Laval, Kingston and Stony Mountain - are more than 100 years 
old and others are more than 50 - the Prison for Women, Collins Bay and Prince 
Albert. These institutions require substantial upgrading and ongoing maintenance. 
A feasibility study has been made to determine whether to renovate the Kingston 
facilities. This study focused on initial capital costs only; it did not include an 
analysis of operating and maintenance costs over the life cycle of the renovated 
institution versus those to be incurred in a new institution. 
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9.75 The CSC should carry out full studies on the life-cycle costs of 
existing and planned facilities prior to deciding whether to renovate existing 
facilities or acquire new institutions. 


9.76 Cost disclosure. Our review of recently completed projects at three 
institutions revealed that the CSC did not obtain program approval from the 
Treasury Board for the supply and installation of electronic and telecommunica- 
tion systems. Program approval received for these institutions was for construc- 
tion costs only and did not include electronic and telecommunications systems 
worth $2.6 million paid out of capital funds and not authorized for these projects. 


9.77 In addition, the full costs of completing these projects were not dis- 
closed to Treasury Board or to Parliament. For example, certain costs relating to 
the construction and fit-up of the Kent Maximum Security Institution were not 
adequately disclosed. These costs were to cover deficiencies, additions and 
modifications and included such items as furniture and equipment ($1.7 million), 
electronic security systems ($1.0 million) and minor works ($.3 million). Similar 
modifications and additions for the Edmonton and Mission facilities were financed 
through the on-going capital program and not included as part of the total costs 
for these projects. 


9.78 These additions, including design and scope changes to the Kent 
facility, were made without the prior approval of Treasury Board and increased 
project costs for the Kent, Edmonton and Mission facilities by $8 million, 
$3 million and $2 million respectively, or 20 per cent of the total reported costs 
of the projects. 


9.79 Full costs of capital projects should be disclosed to Treasury Board and 
to Parliament, and design and scope changes, resulting in higher project costs, 
should not be made without prior Treasury Board approval. 


Materiel Management 


9.80 The Technical Services Branch is responsible for materiel management 
in the CSC, including purchasing and providing food, clothing, laundry and house- 
keeping services and acquiring and maintaining highway vehicles and mobile 
equipment. The Branch is also responsible for developing and maintaining 
institutional equipment standards and specifications for the quality control of all 
items purchased. The CSC operates and maintains 3 regional stores, 58 institu- 
tional stores and a fleet of 646 vehicles. Approximately $64 million was spent on 
materiel in 1980-81 and 566 staff were employed in providing services. Technical 
Services staff serve more than 12 million meals a year, do the laundry for more 
than 9,000 inmates and supply uniforms to inmates and more than 7,000 staff. 
Inventories at 31 March 1980 amounted to $10.8 million. 


266 


The Correctional Service of Canada 


9.81 Our audit revealed a number of deficiencies in the management of 
materiel. These were all related to the lack of a formal materiel management 
system, including standards and procedures to ensure due regard for economy and 
efficiency in the procurement, use and disposal of goods and services required to 
meet the CSC's needs and objectives. The CSC was aware of these deficiencies 


and plans to introduce a new comprehensive materiel management manual during 
1981-82. 


9.82 We found needs to be adequately defined and related to objectives for 
materiel items such as food, machinery, clothing and vehicles. However, the 
analysis of alternatives to meet the need for services was not always adequate. 
For example, vehicle requirements were determined by each institution without 
reference to systematic cost-benefit procedures. Requirements in terms of the 
quantity and type of vehicles for institutions were not supported and co-ordinated 
on a service-wide basis, and there were no objective criteria and standards for 
institutions to follow. 


9.83 The CSC should implement procedures to ensure that materiel needs 
are satisfied with due regard to economy. 


9.84 We found that the inventory management systems were different 
among institutions and regions, and there were no national policies and procedures 
on the procurement, storage, utilization and disposal of materiel. There was also 
a need for standardized procedures to determine safety stocks, re-order points, 
re-order quantities, order costs and carrying costs. As a result of the lack of such 
procedures, there were several instances of overstocking items for which there 
had been little, if any, demand during the past two years. 


9.85 The CSC should develop and implement an inventory management 
system and monitor its application throughout the Service. 


Payroll Costs Management 


9.86 In 1980-81, estimated payroll expenditures in the CSC were approxi- 
mately $247 million or 58 per cent of the total budget. Only about five per cent 
of the CSC staff are employed at National Headquarters in Ottawa; the rest are 
in the regions. We examined the management processes used for human resource 
planning and training and human resource information systems, and compared 
them with the criteria set out for payroll costs management in our 1979 annual 
Report. Responsibility for these functions is delegated to the five regional head- 
quarters and, in some regions, to specified positions within institutions. 


9.87 Human resource planning. We found that the CSC did not have a co- 
ordinated system to determine the number or types of staff required to accom- 
plish its objectives. The Service has recognized this deficiency, however, and 
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plans to use the operational planning process that is now being implemented to 
provide information for human resource planning. Work standards have also been 
developed in a number of activity areas to convert projected workloads to 
person-years. For example, an analysis has been conducted of all security posts in 
institutions, and standards have been developed which will be used to determine 
human resource needs. 


9.88 We also found that the CSC did not have a human resource inventory 
capable of supplying information about the future availability of existing staff. 
The Service intends to remedy this deficiency by implementing the Personnel 
Administration Reporting System described in paragraph 9.97. 


9.89 Training. There was no overall training policy or plan and no analysis, 
on a service-wide basis, of training needs. However, a National Training Council 
had recently been appointed to develop, implement and monitor training policies, 
plans and practices. The CSC training program was carried out in five staff 
training colleges in the five regions; it is now proposed that the majority of 
recruit training will be conducted at the colleges in Montreal and Kingston. 


9.90 Line managers had very little input into the training process. They 
were not sufficiently involved in analysing needs, developing evaluation criteria 
for the training carried out, or reviewing and approving training plans for their 
staff. As a result, there was a good possibility that the training needs of staff 
may not have been adequately identified, let alone fulfilled. During the design of 
the new recruit program, however, input was requested from managers and this 
approach should be continued in the future. 


9.91 We also found that there was no central control over training costs, as 
required by Treasury Board policy, and as a result, the true costs of training were 
not known. The report submitted to Treasury Board for 1979-80 showed an expen- 
diture of $5.2 million for training. Our analysis indicated that actual training 
costs were approximately $7 million, with nearly another $4 million to be added 
for trainees' salaries while on course. We also found that there were a number of 
inconsistencies in the way training expenses were accrued. Although training 
budgets were identified, many training costs were assigned to other line objects, 
such as travel and accommodation. 


9.92 The delegation of responsibility for training budgets varied from 
region to region; in Quebec it was delegated to the institutions, while in Ontario it 
was the responsibility of regional headquarters. However, neither the regions nor 
Headquarters monitored training budgets. The CSC did not identify and record 
the costs of designing and implementing in-house programs. For example, the 
design of the new 12-week program for recruits was a major undertaking that took 
> years to complete, yet no budget was prepared for this project. 
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9.93 The CSC did not have a national policy and procedures for evaluating 
training and determining whether it was having the desired effect of increasing 
job skills and knowledge. The Prairie Region was the only region that formally 
reported the results of training, along with an assessment of the trainee. 


9.94 Some directors of Staff Training Colleges recognized that they were 
frequently unable to obtain the best instructors for courses. Nor were there any 
achievement standards against which to assess the quality of training being given 
and, therefore, insufficient information to judge whether training programs were 
effective. 


9.95 The CSC should ensure that line managers have adequate input into 
the identification of training needs and the development of training courses and 
plans. The CSC should also develop and implement the necessary procedures to 
control training costs and evaluate the effectiveness of training programs. 


9.96 Human resource information systems. The CSC has recognized the 
need for a human resource information system and has, as an interim measure, 
adopted the existing Official Languages Information System (OLIS) by adding on- 
line terminals at regional and national headquarters. The system does not, 
however, contain historical information, training and performance appraisal data, 
data on turnover rates or retirement profiles. Furthermore, OLIS was not 
accompanied by procedures to ensure confidentiality of information. There was 
no directive on who had right of access to information from it. Many manual 
systems were being maintained throughout the Service to supply managers with 
current information for their day-to-day personnel activities. 


9.97 At the time of our audit, the decision had been made to implement a 
new human resource information system in mid-1981. The Personnel Administra- 
tion Reporting System (PARS) had been chosen for this purpose. A study was 
conducted in 1978 which included a functional statement of requirements and 
outlined the necessity for a complete human resource information system. 


Financial Management and Control 


9.98 The 1980-81 Estimates showed a budget for financial administration of 
$7.8 million and 283 person-years. The Director General of Finance, who reports 
to the Deputy Commissioner, Policy, Planning and Administration, has overall 
responsibility for financial administration, although financial responsibility has 
been decentralized and delegated, in varying degrees, to all CSC facilities. 
National Headquarters has responsibility for issuing and monitoring policies, 
procedures and guidelines and, in addition to its own day-to-day accounting 
operations, has primary responsibility for budgeting, Public Accounts reporting, 
financial reporting and financial and accounting system development and evalu- 
ation. Construction projects costing $50,000 or more, revenues from industrial 
sales and recoveries from provinces for provincial inmates in federal institutions 
are administered centrally. 
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9.99 Regional headquarters are responsible for financial administration 
within their territorial jurisdiction. They also provide financial and accounting 
services for CSC facilities whose size or location does not warrant a complete 
financial function and control all capital projects under $50,000 in the region. 


9.100 The financial management and control processes in the CSC were 
basically good. We noted that considerable positive action had been taken in 
response to recommendations made by this Office, the Office of the Comptroller 
General and CSC internal audit. Since our Financial Management and Control 
Study in 1975, the senior financial group has taken on a significantly more 
important role, and the present Commissioner demonstrates a keen interest in 
systems and processes for financial control. The financial function is an integral 
part of the overall management process at all levels, and policies and procedures 
are systematically reviewed and communicated. As a consequence, the CSC 
reacts promptly to observations made and issues raised, both externally and 
internally, and as a matter of course initiates corrective action in the form of 
identifiable projects. 


9.101 Work plans in the area of finance are monitored as financial projects. 
The Senior Management Committee approves all financial projects and receives 
progress reports on them. We found that financial projects were meeting 
identified needs in the area of financial control and were generally being 
conducted and completed in a reasonable manner and time. 


9.102 In 1977, the Treasury Board authorized the transfer of responsibility 
for control over pay from DSS to departments and agencies. Draft procedures for 
control over pay input and output had been developed in the CSC, but they had not 
been published or introduced. As a result, some of the control features required 
by the Treasury Board were either not in place at all locations or were not opera- 
tional. Staff in personnel, finance and activity centres had, however, instituted 
control procedures to offset some of these deficiencies as payroll procedures were 
being amended to comply with Treasury Board requirements. 


9.103 Satisfactory procedures were in operation to comply with the require- 
ments of the budgeting cycle. However, there was no formal variance analysis 
System in operation at present to explain discrepancies between actual and bud- 
geted results. The CSC was aware of this deficiency, and corrective measures 
were being taken to relate operational outputs to CSC objectives and priorities 
and resource inputs. A pilot project had been initiated in the Atlantic Region, and 
plans called for national implementation in 1982-83. 


Internal Audit 


9.104 The internal audit function in the CSC is the responsibility of the 
Inspector General, who is accountable directly to the Commissioner for managing 
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an independent review program to determine the effectiveness of all CSC opera- 
tional policies and organizational units, conducting functional and management 
reviews or audits to ensure compliance with Government and CSC policies, direc- 
tives and guidelines, investigating irregularities and reporting results to the 
Commissioner, and for conducting special audits and inquiries as required by the 
Commissioner. The budget for the internal audit activity was $1.3 million and 27 
person-years in 1980-81. 


9.105 An audit plan for the period 1980-85, which has been approved by the 
Senior Management Committee, calls for a review of all major operations of the 
CSC at least once within a three-year period, and more often if required. 


9.106 We noted significant improvements in the internal audit function since 
our previous review in 1978 and now conclude that the Service is getting good 
value from internal audit. Further improvement should be evident when the 
change to a systems-based approach, where appropriate, is completed, and the 
audit scope, work and findings are better documented. 


9.107 Aggressive follow-up of observations in each internal audit report and 
the rapidity with which corrective action is taken indicate the importance 
attached by the Commissioner to internal audit. 


Information for Parliament 


9.108 We noted that the CSC showed considerable interest and enthusiam for 
Estimates reform as one of the first participants in the government-wide 
Estimates revision project. An illustration of the content and structure of revised 
departmental Estimates was prepared in co-operation with the Comptroller 
General's Office and presented to the Public Accounts Committee early in 1981. 
This expanded departmental presentation, one of four Program Expenditure Plans 
tabled so far by the President of the Treasury Board, is intended for use by 
Members of Parliament in the Standing Committees that review the Estimates. It 
represents a major improvement over the current Main Estimates, and further 
refinements are expected in time for the 1982-83 Estimates. 


9.109 In this regard, action on some of the observations in this chapter would 
provide additional valuable information for the Estimates. For example, the CSC 
should include more documentation to support the build-up of work plans and 
accommodation plans, more information on program effectiveness measures and 
performance indicators for each activity. As the CSC further develops proce- 
dures to measure and report effectiveness, additional information should be 
disclosed in the Program Expenditure Plan to supplement the recidivism measure 
now used of "the percentage of inmates released from and re-admitted to federal 
institutions within five years". 
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Summary of Recommendations and the Service's Comments 


Recommendations 


Case Management 


9.53 


The CSC should implement 
appropriate procedures’ to 
report on the effectiveness of 
the case management activity 
in providing opportunities that 
meet offenders' identified 
needs. 


IZ 


The Service's Comments 


The Case Management Policy and Pro- 
cedures Manual implemented within 
the past year in all Regions provides 
for fairly extensive written documen- 
tation with respect to an offender's 
identified needs, program plan and 
progress. There is also a_ built-in 
requirement for the Institutional 
Employment Board to review each 
offender's program plan during the 
drafting process in order to ensure a 
link between program planning and 
actual opportunities and placement. 
Given the fact that this new documen- 
tation and process has been imple- 
mented recently, it is expected that it 
will take approximately a full year 
from date of initial implementation 
(i.e., 1 January, 1981 in Quebec) 
before each inmate in the system has 
been fully documented and placed 
according to the new _ format. 
Changing roles and responsibilities of 
line staff are also significant and must 
be carefully monitored during this 
period to ensure that the intent of 
policy and procedures is being met. 


The offender information system in 
CSC currently lacks sufficient infor- 
mation pertaining to inmates' identi- 
fied needs and work and training pla- 
cements to allow rapid analysis of the 
effectiveness of CSC in meeting iden- 
tified inmate needs. Specific data 
requirements are currently being dev- 
eloped through a joint project between 
Offender Programs, Inmate Employ- 
ment and the National Parole Board. 
The anticipated result of this project 
is the expansion within the next year 
of the offender information system to 
allow for appropriate analysis of pro- 
gram impacts. 
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Recommendations 


9.55 The CSC should fully docu- 
ment the criteria and proce- 
dures for progressively reclas- 
sifying downward the security 
status of inmates (the 
cascading process). 


Education, Training and Employment 
of Inmates 


9.64 The CSC should co-ordinate 
the activities of case manage- 
ment and education, training 
and employment and develop 
and implement procedures to 
measure the degree to which 
opportunities provided meet 
the offenders' needs. 


9.70 The CSC should establish a 
formal system to measure and 
report on the utilization of 
plant capacity. 


The Service's Comments 


We agree that the cascading process 
has not yet been fully implemented 
and that it is a high priority to realize 
as quickly as possible the full potential 
benefits of this approach. It is for this 
reason that we have recently compres- 
sed the time frame for full implemen- 
tation of the new reclassification cri- 
teria and matrix. The new criteria 
will be applied to all of our current 
inmates by 15 November, 1981, and 
from that point on will form a basic 
component of all transfer decisions. It 
is felt that although the new criteria 
will greatly facilitate the identifica- 
tion of inmates for cascading to lower 
security levels, it will also identify 
more clearly a number of other pro- 
blems (e.g., availability of appropriate 
facilities and program) related to cas- 
cading which must be addressed in the 
longer term. 


The need for better co-ordination of 
objectives, planning and = program 
management between Offender Pro- 
grams and Inmate Employment Bran- 
ches has been recognized as a high 
priority, and a process to carry this 
out has been initiated at the headquar- 
ters level. 


The Service agrees that a formal plant 
capacity utilization reporting system 
is needed. Several initiatives are 
currently in progress in Quebec; if 
successful, they will be expanded 
through a five-year operational plan to 
other Regions. In addition, we are: 
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Recommendations 


9.72 The price of products trans- 
ferred to institutions from 
Agribusiness operations should 
reasonably reflect the actual 
cost of production and/or cur- 
rent market prices, quality 


and delivery terms considered. 


Accommodation 
9.75 The CSC should carry out full 
studies on the life-cycle costs 
of existing and planned facili- 
ties prior to deciding whether 
to renovate existing facilities 
or acquire new institutions. 


274 


The Service's Comments 


implementing training pro- 
grams to improve the awa- 
reness and motivation of 
the field staff regarding 
the availability of and the 
use of shop _ scheduling 
methodology; 


moving more to longer run 
batch production which 
increases the shop utiliza- 
tion, makes — scheduling 
easier and enables more 
accurate determination of 
Capacity and productivity. 
Target date for implemen- 
tation is May 1983. 


A study is now under way to review 
present costing, pricing and 
accounting procedures. Alternatives 
will be examined and plans developed 
incorporating Treasury Board policy 
governing revolving funds. We hope to 
complete the review by 31 March 
1982. We will then be able to 
implement procedures’ which will 
reflect the true value of Agribusiness 
operations. 


The CSC does carry out studies on life 
cycle costs, and these are taken in 


relation to our long-range 
accommodation plans. However, this 
process will be refined as 


recommended by the Auditor General. 
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Recommendations 


9.79 Full costs of capital projects 
should be disclosed to 
Treasury Board and_ to 
Parliament, and design and 
scope changes, resulting in 
higher project costs, should 
not be made without prior 
Treasury Board approval. 


Materiel Management 


9.83 The CSC should implement 
procedures to ensure that 
materiel needs are satisfied 
with due regard to economy. 


9.85 The CSC should develop and 
implement an inventory mana- 
gement system and monitor its 
application throughout the 
DenvICe, 


The Service's Comments 


In 1978, electronic and communication 
systems and sub-systems were treated 
as equipment. Thus, at that time their 
supply and installation were processed 
through the Department of Supply and 
Services' normal equipment procure- 
ment contracts systems. Procurement 
approvals requested and obtained from 
the Treasury Board did include lump 
sum equipment and furnishings costs. 
Individual systems were within depart- 
mental approval limits; however, pro- 
cedures have now been introduced and 
are being followed up to ensure that 
all costs are disclosed to and approved 
by Treasury Board prior to the com- 
mitment of funds through the Project 
Brief System. 


The CSC plans to commence introdu- 
cing a new comprehensive materiel 
management during 1981-82. 


In order to correct this situation, two 
studies have been undertaken. One is 
on the Management Information Sys- 
tem, and the other one is a physical 
distribution study. 


The MIS study - a draft has been 
received and will be presented to the 
Systems Review Committee in 
November 1981. Physical Distribution 
system proposals are being obtained 
for an implementation plan. 


As a result of both studies, the imple- 
mentation of a new system should be 
started in 1982. 
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Recommendations 


Payroll Costs Management 
9.95 The CSC should ensure that 
line managers have adequate 
input into the identification of 
training needs and the devel- 
opment of training courses and 
plans. The CSC should also 
develop and implement the 
necessary procedures to 
control training costs and 
evaluate the effectiveness of 
training programs. 
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The CSC's line managers, both at 
Headquarters and at Regions, must 
sign off all course content delivered in 
the nation-wide CSC training system. 
Procedures to control staff training 
costs and to evaluate the effective- 
ness of training programs are being 
developed by the new Staff Training 
and Development Branch. 
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DEPARTMENT OF THE SOLICITOR GENERAL 
ROYAL CANADIAN MOUNTED POLICE 


The RCMP 
Background 


10.1 Since its establishment in 1873 as the North-West Mounted Police to 
provide police services in the Northwest Territories, the Royal Canadian Mounted 
Police (RCMP) has played an important role in Canadian history. In 1920, the 
name of the Force was changed to the Royal Canadian Mounted Police, and head- 
quarters was moved from Regina to Ottawa, emphasizing the Force's truly federal 
role as a national police organization. 


10.2 The RCMP enforces federal laws in all provinces and territories. 
Although the Criminal Code is a federal law, its general enforcement and the 
administration of justice within the provinces are responsibilities of provincial 
governments. The RCMP Act (R.S.C. 1970, c. R-9), however, allows the Solicitor 
General to enter into agreements with provinces and municipalities whereby the 
RCMP acts as the provincial or municipal police force. 


10.3 The first provincial agreement was made in 1928 and the first 
municipal agreement in 1935. At present, the Force has standard agreements for 
policing all provinces, except Ontario and Quebec, 195 municipalities, and the 
Yukon and Northwest Territories. Costs are shared for services provided by the 
RCMP under these agreements; for the year ended 31 March 1981, the federal 
portion was 44 per cent, except for municipalities with more than 5 RCMP 
positions, where it was 19 per cent for those positions exceeding 5. The most 
recent five-year agreements with the provinces and municipalities expired on 31 
March 1981 and, at the time of our audit, their renewal was being negotiated. 


10.4 In addition to its federal and contractual! enforcement responsibilities, 
the Force provides investigative and protective services to other federal depart- 
ments and agencies. In the last two decades as a result of Federal-Provincial 
discussions, greater prominence has been given to the Force's role in providing 
assistance to other police departments and law enforcement agencies through 
such services as the Canadian Police Information Centre, Crime Detection Labor- 
atories, Criminal Identification Services and the Canadian Police College. 


10.5 At the time of our audit, the RCMP, through its Security Service, 
acted as the federal agency responsible for the internal security of the country. 
There was no separate statute governing the existence and operations of this 
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service. The legal authority was derived from the broad statement of section 
18(d) of the RCMP Act and regulation 24(e) which provides for the RCMP "to 
maintain and operate such security and intelligence services as may be required 
by the Minister". More recently, a 1975 cabinet directive outlined the function of 
this service as being to maintain internal security by discerning, monitoring, 
investigating, deterring, preventing and countering individuals and groups in 
Canada, who may be engaged in activities such as espionage, sabotage, intelli- 
gence gathering, and actual and potential attacks against Canada. After our 
audit, the Government accepted the recommendation of The Commission of 
Inquiry Concerning Certain Activities of the Royal Canadian Mounted Police 
(McDonald Commission) that the Security Service be established as an entity 
separate from the RCMP. 


Objectives 


10.6 The objective of the RCMP's Law Enforcement Program , as set out in 
the 1980-81 Estimates, is "To enforce laws, prevent crime, maintain peace, order 
and security". The following sub-objectives, also shown in the Estimates, are 
more closely related to the multiple roles and operations of the Force: 


- To prevent and detect offences against federal statutes. 


- To prevent and detect crime and maintain law and order in the 
provinces, territories and municipalities under contract. 


- To improve police/community relations. 
- To maintain internal security. 


- To provide investigative and protective services to other federal 
departments and agencies. 


- To assist, upon request, all Canadian law enforcement agencies 
by providing specialized police training, and forensic laboratory, 
identification and information services. 


Organization and Operations 


10.7 The RCMP is headed by a Commissioner who reports to the Solicitor 
General of Canada and is responsible for managing the Force. It operates under a 
decentralized structure as set out in Exhibit 10.1. There are thirteen operational 
divisions throughout Canada which are divided into 49 sub-divisions and 727 
detachments ranging in size from two-person rural posts to large municipal 
detachments of several hundred police officers. Other divisions are "HQ" in 
Ottawa; Rockcliffe, which includes the Canadian Police College; the RCMP 
Recruit Training Academy in Regina; and the Security Service which has its own 
operations across Canada. Each division, except for the Security Service, is 
headed by a Commanding Officer (CO) who reports directly to the Commissioner. 
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Exhibit 10-1 


THE ROYAL CANADIAN MOUNTED POLICE 


SUMMARY ORGANIZATION CHART - 31 MARCH 1981 
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10.8 Detachments in provinces and municipalities with policing agreements 
enforce federal, provincial and municipal laws. Where workload justifies, they 
may be supplemented by special units concerned with areas such as drugs, 
commercial crime, and customs and excise offences or to provide support services 
such as identification. Police officers at the small detachments provide a broad 
range of police services. At the large detachments, the duties of individual 
officers may be more specialized. 


10.9 The Senior Executive Committee (SEC) of the RCMP is composed of 
the Commissioner, three Deputy Commissioners, the Director General Security 
Service and the Chief Financial Officer (CFO). SEC's stated responsibilities are 
to approve the Force budget, all new or revised policies and proposed courses of 
action arising out of strategic planning or policy and program analyses. SEC is 
supported by the Directors' Policy Co-ordinating Committee (DPCC) which is 
composed of directors, who are responsible for enforcement programs and support 
services. DPCC is responsibie for co-ordinating the development of significant 
policies and programs, information management systems and research and devel- 
opment priorities for SEC approval. 


10.10 Functionally, RCMP operations are grouped into the Security Service 
under a Director General and four other distinct areas of activity: Criminal 
Operations, Canadian Police Services, and Administration, each under a Deputy 
Commissioner, and Financial Services under the CFO. At Headquarters, the 
organizational units responsible for these activities are sub-divided into direc- 
torates and independent branches. 


10.11 The Security Service operates as a separate Canada-wide division, 
with units in selected provinces. Details concerning its activities are, for the 
most part, classified and are provided in camera on an annual basis to the Cabinet 
Committee on Security and Intelligence and to the House of Commons Standing 
Committee on Justice and Legal Affairs. 


10.12 Criminal Operations includes the Criminal Investigations Directorate 
("C" Directorate), with branches, known as policy centres, that develop opera- 
tional policies for areas such as contract policing, commercial crime, drugs, 
customs and excise, national crime intelligence, Interpol, immigration and pass- 
port, and native policing. Officers in charge of these branches are designated as 
being functionally responsible for planning, developing and co-ordinating law 
enforcement activities across Canada. Criminal Operations also includes the 
Protective Policing Directorate ("P" Directorate) which administers airport 
policing, VIP security and security systems, as well as the Criminal Intelligence 
Service Canada, the nation-wide organization that provides facilities for the 
collection, analysis and dissemination of criminal intelligence. 
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10.13 Canadian Police Services (shown as National Police Services in the 
Estimates) provides operational support to the Force and to other Police Depart- 
ments. This support includes Telecommunications and EDP Services ("V" Direc- 
torate), Crime Detection Laboratories and Criminal Identification Services 
("L" Directorate), and Records Services ("R" Directorate). The Canadian Police 
College is also part of these services. 


10.14 Administration includes the Directorate of Organization and Personnel 
("A" Directorate), the Directorate of Services and Supply ("S" Directorate) and 
activities such as Air Services, Official Languages, and Staffing and Personnel for 
Officers. These administrative and support services encompass a wide range of 
activities from transport management to in-service and recruit training. Other 
independent branches reporting directly to the Commissioner include the Office 
of the Chief Financial Officer, the Internal Audit Branch, the Planning and 
Evaluation Branch and the Foreign Services Directorate. 


Resources 


10.15 The RCMP had a budget for 1980-81 of over $800 million, and it 
expected to collect revenues from policing agreements with provinces, municipa- 
lities and others of approximately $203 million. Personnel costs represent about 
70 per cent of total expenditures. The allocation of resources to the Law 
Enforcement Program in the 1980-81 Estimates was as follows: 


Expenditures Authorized 
(millions) | Person-years 


Enforcement of Federal Statutes 


and Executive Orders Se AE: 6, 373 
National Police Services mi ayy 1,467 
Police Services Under Contract 550.8 9,406 
Administration 101.6 2,761 
Pensions and Other Employee 
Benefits 84.3 
$ 805.9 
Revenues from Policing Contracts 203.3 
$ 602.6 20,007 
10.16 At 31 March 1981, there were approximately 19,800 persons employed 


by the RCMP. Employees of the Force fall into four broad categories: 13,400 
Regular Members including just over 500 commissioned officers; 1,400 Special 
Constables; 1,600 Civilian Members; and 3,400 Public Service Employees. Regular 
members carry out operational duties in addition to many management, admin- 
istrative and support functions. Special constables are primarily engaged in 
contract and protective policing in areas such as the Airport Policing and Indian 
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Special Constable Programs. Civilian members carry out many specialized 
technical support functions such as EDP, telecommunications, laboratory and 
identification services. Public service employees work primarily in administrative 
and clerical positions. 


10.17 The Force is augmented by a number of other groups, including 1,750 
volunteers in Auxiliary Police Programs. These volunteers are citizens who 
donate time to assisting regular members in operational policing and support 
areas. The RCMP provides them with basic training and issues them uniforms, the 
cost of which is paid by the provinces. In addition, there are 730 municipal 
employees, hired and paid by municipalities for administrative support of RCMP 
detachments on municipal contracts. There are also students filling 70 positions 
in the supernumerary Special Constable Program. This Program is funded by the 
Secretariat of the Department of the Solicitor General. 


Environment 


10.18 Several external factors exert an important influence on the activities 
of the Force and have implications for the economy, efficiency and effectiveness 
of RCMP operations. 


10.19 Level of crime is influenced by many social and economic factors over 
which law enforcement agencies have limited or no control. Each segment of the 
criminal justice system has an interdependent role in combatting and preventing 
crime. The RCMP, like other enforcement agencies, has to interact constantly 
and work closely with other organizations such as the Department of Justice, 
Provincial Attorneys General, the judiciary, and penitentiary and parole services. 
Changes in the objectives and operational direction of any of these organizations 
can have consequences and ramifications for the others. 


10.20 Law enforcement agencies are also more significantly influenced by 
legislators at all levels of governments than many other government departments 
which may have more input to the legislative process. As new legislation is 
proposed or enacted, such as the recent human rights and access to information 
Acts, or existing legislation is revised or replaced, these changes can have an 
impact on the planning and operations of law enforcement agencies. 


10.21 Diverse public expectations and changing social standards influence 
police services. In the last decade, growth in crime has created increasing 
demands for law enforcement. This, in turn, led to rapid growth in person-years 
and resources allocated to law enforcement agencies including the RCMP. 
Concurrently, the public has demanded more accountability and closer scrutiny of 
police powers. This, together with the diverse mandates and responsibilities of 
the Force, requires it to carry out many operational tasks, ranging from 
investigations and apprehension of major criminals to attending to sometimes 
trivial non-crime related calls for service. 
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10.22 Relationship with other federal departments. A major influence on 
the RCMP's federal enforcement responsibilities is a somewhat ambiguous man- 
date in relation to many of the federal statutes. The RCMP derives its mandate 
to enforce federal statutes from the general provisions of the RCMP Act which 
gives the Commissioner the power to confer peace officer status on any 
individual. However, most federal acts devolve enforcement responsibility on 
ministers who may either delegate this responsibility to the RCMP or choose to 
initiate their own enforcement units. In many instances, the enforcement of 
federal statutes and Acts by the RCMP originated when departments and agencies 
were small and could not enforce the legislation on their own. In the past two 
decades, however, many federal departments and agencies have assumed a more 
active enforcement role with objectives differing from those of the RCMP. For 
example, whereas the RCMP's investigation of Customs and Excise offences is 
expected to lead to prosecutions, the Department of Customs and Excise is 
primarily concerned with collection of revenue. Attempts are being made by the 
RCMP and the departments and agencies concerned to resolve areas of potential 
overlap, duplication and redundancy. 


10.23 The RCMP Customs and Excise program, for example, involves 
working with other government departments and agencies in enforcing several 
federal acts and regulations. The primary program emphasis, however, is on the 
Customs Act. A 1932 Order in Council under this Act provides the basis for 
enforcement activities for both the RCMP and Revenue Canada - Customs. It has 
been subject to different interpretations for many years. Some conflict and 
overlap between the Department and the RCMP has resulted, particularly since 
1976 when the Force shifted its emphasis from personal to commercial smuggling 
and related offences under the criminal code. Interdepartmental discussions to 
date have not been successful in resolving the question of respective responsibil- 
ities. This lack of clarity has an effect on the Force's ability to plan and manage 
its enforcement role. 


10.24 In addition to its federal enforcement responsibilities which ensure 
constant interaction with other federal departments, the Force has a close 
relationship with the Secretariat of the Department of the Solicitor General 
concerning policy and research. In matters of intelligence and security, it works 
with the Department of National Defence, the Department of External Affairs 
and the Privy Council Office. The Force also maintains a liaison presence 
overseas through External Affairs posts in many countries. 


10.25 Relationships with provincial and municipal bodies. The complexity of 
the RCMP environment is increased by its accountability under policing agree- 
ments to the provinces and municipalities for almost half of its policing work. 
The Force consults with these provincial and local bodies in responding to their 
specific needs. The priorities and plans of these governments may not always 
coincide with those of the federal government. 
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10.26 The Force must also work closely with other provincial and municipal 
police forces whose actions may have significant impact on RCMP operations. 
These working relationships are primarily developed at the divisional level and are 
manifest in joint intelligence gathering and in enforcement programs. 


10.27 RCMP and Canadian police services role. The RCMP environment is 
further complicated by its role in providing assistance and services to all police 
forces in Canada. This role has evolved over the years primarily because of the 
national scope of RCMP activities and the federal government's use of the Force 
as a channel for providing centralized police support services throughout Canada. 
These duties have been given to the RCMP as a result of various federal- 
provincial agreements; however, there is no legislated mandate for this role. The 
Canadian Association of Chiefs of Police, of which the RCMP is a member, works 
to ensure co-ordination and co-operation among law enforcement agencies and, 
together with other co-operative efforts, attempts to minimize overlap and 
duplication of effort among police departments. 


10.28 National security responsibility. The responsibility of the Force for 
the internal security of the country is a major influence on its organization and 
Operations. In recent years, the mandate and conduct of the Security Service has 
been subjected to commissions of inquiry at both the federal and provincial levels. 
The Keable Commission in Quebec and, more particularly, the McDonald Commis- 
sion have required considerable senior management attention and created uncer- 
tainty concerning the future responsibilities and organization of the Force. 


10.29 Other factors. There are many other factors affecting the Force. For 
example, recent advances in technology have created significant challenges with 
potential for increased computer frauds and white collar crimes. At the same 
time, new opportunities have been created for improving operational efficiency 
through sophisticated communication and information systems. To keep pace with 
these changing trends, the Force must constantly adjust its operations, adminis- 
tration, management and training practices. 


10.30 In spite of the continued growth in crime, fiscal restraints in govern- 
ment spending at many levels also have serious consequences for the RCMP. In 
the face of both increasing policing costs and public demand for policing services, 
the Force is and will be under pressure to maximize the efficiency of its 
operations and to reassess services that may no longer be justifiable. 


10.31 All these operating environment factors and relationships impose 
special and sometimes conflicting demands on the planning and controlling of 
operations within the RCMP and ensuring appropriate accountability reporting to 
various outside bodies. 
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Audit Scope 


10.32 Our comprehensive audit of the Royal Canadian Mounted Police 
examined the management systems for planning and control. We also examined 
the processes used to report to managers, central agencies and Parliament on the 
activities of the Force. 


10.33 We concentrated our examination on the following major functions 
essential for the operation and control of the Force: 

- planning; 

- measurement of program effectiveness; 

- performance measurement and control; 

~ internal audit; 

- electronic data processing; 

- financial management and control; 

- payroll costs management; and 

- information for Parliament. 
10.34 In our audit, although we were aware of the close interaction and 
relationships among the Force, federal departments and agencies, the provinces, 


municipalities and other police departments, we did not address any issues which 
would have required an examination of those other jurisdictions. 


10.35 Although we did not examine the operations of the Security Service 
Division because this area was being investigated by the McDonald Commission, 
we reviewed its financial management and EDP functions. 


10.36 We reviewed operations at Headquarters in Ottawa and in 12 other 
divisions across Canada. We also visited a number of sub-divisions and detach- 
ments. Interviews were held with numerous officers and staff of the Force 
ranging from the Commissioner to constables. 


10.37 To supplement our audit projects on planning and performance mea- 
surement and to obtain a better understanding of the RCMP management 
processes and accountability relationships, we reviewed six programs: Traffic; 
National Crime Intelligence; Commercial Crime; Customs and Excise; Crime 
Prevention; and Native Policing. 
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10.38 We wish to express our appreciation for the assistance and co- 
operation extended to us by RCMP personnel. 


Summary of Audit Observations 


10.39 Since its inception, the RCMP has grown from a force of several 
hundred into a national force of over 20,000 with broad responsibilities for 
federal, provincial and municipal policing, internal security and the provision of 
police related services to all Canadian police agencies. The RCMP planning and 
control systems have evolved in response to changes in the nature of crime and 
technology, changes in its responsibilities, and as a result of increased external 
pressure for accountability. 


10.40 Over the past few years, several matters have consumed much of 
management's time. For instance, the various inquiries into the conduct of the 
RCMP, particularly the McDonald Commission, and policing contract negotiations 
have required senior management's attention and created uncertainty over future 
responsibilities and organization. In addition, RCMP has encountered difficulties 
in trying to resolve mandate issues with the respective federal government 
departments concerning enforcement responsibilities under various federal 
statutes. 


10.41 During the past two decades, the Force has implemented major 
government-wide initiatives such as program budgeting and Operational Per- 
formance Measurement Systems to meet external requirements. Positive devel- 
opments in the last few years include the establishment of formal procedures for 
planning, program evaluation and internal audit, and the creation of the Office of 
the Chief Financial Officer. However, our audit has identified matters needing 
corrective action, particularly in the planning, program effectiveness evaluation 
and performance measurement areas. Management had also identified some of 
these areas for improvement and had initiated a number of projects dealing with 
them, including the implementation of their IMPAC Action Plan. These projects 
were not sufficiently advanced for us to assess their effect; however, they should 
address some of the weaknesses identified in our report. 


10.42 Planning. The RCMP has been responsive to central agency plans to 
improve the quality of planning in departments and agencies and has taken steps 
to implement improvements in its planning approach. Although the Force has 
initiated a process to review strategic issues, the process needs to be improved to 
advise senior management on strategic alternatives on a Force-wide and program- 
wide basis. Furthermore, there were no program operational plans to define total 
resource requirements and expected results in program output terms. Conse- 
quently, the RCMP could not compare actual results to plans. 


10.43 As part of our examination, we reviewed planning and contro! proce- 
dures for programs of six Criminal Investigation ("C") Directorate policy centres. 
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Officers in charge of these policy centres are designated as being responsible for 
planning, developing and co-ordinating their programs. Policy centres have, 
however, generally not exercised their functional responsibility for developing 
program plans, clarifying program objectives in measurable operational terms and 
monitoring the management and operations of the corresponding sections within 
the divisions. Similarly, policy centres did not routinely identify and advise 
divisions on performance measures that could better support operational decisions 
and help managers to assess individuals and units. This lack of program plans and 
performance measures inhibits the policy centres' ability to evaluate divisional 
resource requests. 


10.44 Measurement of program effectiveness. The RCMP has followed the 
guidelines of the Office of the Comptroller General in establishing and managing 
a program evaluation function. The Force, however, did not provide the 
evaluation group with the necessary training and essential expertise in the field of 
program evaluation. The evaluation assessments undertaken to plan evaluations 
of program effectiveness did not adequately address two important elements -- 
an assessment of clarity of objectives and the determination of the major 
potential methodological difficulties. Therefore, there was little assurance that 
the purposes for conducting the studies could be fulfilled. 


10.45 Performance measurement and control. Data to measure police per- 
formance usually concentrate on the volume of known crime, the time spent 
investigating crime and apprehending criminals and the number of crimes solved. 
The RCMP has a number of systems for collecting data on workload, time and 
performance for policing activities entailing the investigation of crime and 
apprehension of criminals. These data are used in various ways to support 
resource requests and the deployment and use of personnel. However, because of 
problems associated with collection, accuracy and timeliness of the data and the 
absence of measures of total workload and performance, little reliance was placed 
on quantitative data to support management judgement and decisions. 


10.46 Although time spent can be recorded for major investigations in areas 
such as drugs, commercial crime, customs and excise, criminal intelligence and 
immigration and passport, we found that this was usually not done, nor were data 
used in controlling actual time against a plan. The RCMP is currently reviewing 
its existing systems with a view to improving the relevance, completeness, 
accuracy and timeliness of its performance data. 


10.47 Internal audit. Audits play a major role in the RCMP management 
process and are used as a means of assessing the performance of organizational 
units and ensuring accountability reporting. We found that considerable progress 
had been made in implementing the recommendations of our 1978 government- 
wide study of internal audit and that the Headquarters Audit Branch generally 
met our criteria for internal audit. Although, we found a need for improving audit 
work programs and documentation standards and for establishing post-audit 
quality review procedures, the general quality of management audit reports was 
good. 
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10.48 Electronic data processing. Electronic data processing is a vital 
support service to the RCMP and other Canadian police agencies in meeting their 
law enforcement objectives. The various organizational units in the RCMP that 
are responsible for managing EDP resources had developed appropriate planning 
and control mechanisms. We found, however, that there was a need for senior 
management to increase its involvement in the overall co-ordination of EDP 
resources. Improvements were needed in such areas as the establishment of 
systems development priorities, the monitoring of key EDP - based projects and 
the performance of EDP resource centres. 


10.49 Financial management and control. The RCMP has made progress in 
improving its financial management and control function. Our 1975 Financial 
Management and Control Study and the IMPAC Survey by the Office of the 
Comptroller General, however, identified inadequate activity-based planning and 
reporting for monitoring and controlling the use of resources. The RCMP 
initiated a Planning and Accountability Reporting For Outputs and Use of 
Resources (PAR FOUR) project in 1979 to produce management information 
intended to link financial and operational plans to results. 


10.50 Payroll costs management. Payroll costs account for approximately 
70 per cent of the RCMP's budget. Our review focused on human resource 
planning, training and human resource information systems. The RCMP had not 
reviewed the practicality and cost-benefit of long-term human resource planning. 


10.51 Course development and instructional costs were not estimated and 
used when assessing alternative approaches to meeting training needs. Cost 
information was also not accumulated to monitor and control course development 
and instructional activities. 


10.52 Other audit work. Our follow-up on matters raised in prior audits 
found that the RCMP had addressed the issues reported. RCMP management was 
also aware of many of the matters raised during our current audit and has already 
initiated action on a number of recommendations. 


Observations and Recommendations 
Planning 


10.53 The RCMP has been responsive to government initiatives to improve 
the quality of planning in departments and agencies. In the late 1960s, these 
initiatives focused on development of a Planning, Programming and Budgeting 
System. In the early 1970s, the RCMP improved its planning process by 
establishing a planning branch and providing full-time planning staff for senior 
divisional management. At the same time, the RCMP developed a 
program/activity structure and began to establish annual objectives and goals for 
its activities. More recently, RCMP efforts have been directed toward the 
IMPAC Action Plan and the Policy and Expenditure Management System. 
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10.54 In 1979, the RCMP published a Planning Manual that documents the 
planning process and defines the planning responsibilities of key organizational 
units. The Planning Manual has, to a large degree, standardized planning 
procedures across the Force. The RCMP planning process entails several key 
activities. The annual Policy Planning Conference gives senior management an 
opportunity to give formal consideration to strategic issues and problems facing 
the RCMP. The operational planning process focuses on the development of 
annual Planning Highlight Memoranda specifying divisional resource needs, and 
annual Goals and Goal Achievement Statements designed to specify what will be 
done with resources. 


10.55 Central planning in the RCMP for the provision of police services is 
complicated by the policing agreements with the provinces and municipalities and 
by the decentralized authority structure in the Force. Divisions must be able to 
plan for and respond to particular provincial and municipal needs. 


10.56 Strategic planning. After the IMPAC survey, the RCMP began to 
examine alternative strategies for achieving program objectives and to subject 
these alternatives to analysis of costs and benefits. The planning process now 
calls for senior management to review strategic issues, problems and opportuni- 
ties at the annual Policy Planning Conference. Items reviewed have included 
growth in organized and white collar crime and demographic changes in popula- 
tion. 


10.57 To supplement the annual Policy Planning Conference, which is 
primarily a forum for discussion, the RCMP needs to improve its process to 
review strategic issues, analyse the costs and benefits of alternative long-range 
plans and advise senior management thereon. Present procedures have not 
adequately supported the development of a long-range plan for the Force that 
could act as a base for planning both operational and support services. We found 
that support services, such as accommodation, EDP and telecommunications, had 
developed long-range plans without the essential focus of an overall long-range 
plan for the Force or for its major operational programs. 


10.58 In general, alternative strategies for programs such as Crime Preven- 
tion, Commercial Crime and Customs and Excise had not been identified, 
documented and analysed for costs and benefits. Such analysis would provide 
essential input for the development of Force-wide and program-wide long-range 
plans. 


10.59 The RCMP should review its planning process and identify responsibil- 
ities for evaluating strategic issues and analysing costs and benefits of long-range 
alternatives. 
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10.60 Operational planning. Operational planning in the RCMP centres on 
the Planning Highlight Memoranda (PHM) and Goals and annual Goal Achievement 
procedures. The purpose of the PHM is to address divisional person-year needs; 
the goals are intended to focus on what will be achieved with the person-years 
provided. 


10.61 The PHM were mainly concerned with incremental person-year 
requirements of divisions. Requirements to justify the current level of resources 
were insufficient. Justification of incremental person-year requests for federal 
policing positions was largely based on divisional managers' judgement and incon- 
sistent use of quantifiable data, where available, to support police experience. 
Analyses tended to focus on alternative levels of person-years, not on alternative 
types of resources or alternative approaches for providing the service. Divisions 
did not receive adequate guidance from policy centres on federal policing 
Priorities or on the criteria that should be used in developing their person-year 
requests for federal policing. The Force has experienced difficulties in developing 
criteria because of inadequacies in the data bases. 


10.62 The planning process calls for detachments and divisions to set 
detailed goals in terms of the results to be achieved with the resources provided 
for the next fiscal year and for these goals to be monitored for achievement. 
Some managers have experienced difficulties with the process and have ques- 
tioned the value of submitting divisional goals to HQ as an accountability tool. 
Management concluded that, although this exercise did not provide the best means 
to hold managers accountable for resources, the practice should be continued 
pending development of an alternative. 


10.63 The RCMP planning process does not require operational plans for 
each program in which total resource requirements and expected results would be 
defined. For example, for the six programs we reviewed, there was no overall 
program plan or determination of priorities within the program by the policy 
centre. Accordingly, there was no reporting on actual results achieved compared 
to plan. 


10.64 The RCMP should ensure that operational plans for program areas 
define total resource requirements and expected results in measurable terms to 
the extent practicable, and policy centres should report on actual results achieved 
compared to plans. 


10.65 Objectives. HQ Directors are responsible for reviewing and proposing 
program objectives for approval by their Deputy Commissioners. We found, 
however, that objectives for a number of program areas such as Native Policing, 
Criminal Intelligence and Crime Prevention had not been adequately translated 
into operational terms. This has hindered the development of strategic and 
operational plans as well as management information needed for these program 
areas. The lack of clear operational definitions for program objectives has also 
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hampered the translation of objectives into measurable program goals. In the 
absence of more precise objectives, there is an insufficient basis for planning, 
management control and program evaluation. 


10.66 For example, the formally stated objective of the Native Policing 
program is "to provide a highly efficient and effective policing service to Native 
Peoples". There were, however, no national definitions of a "highly efficient and 
effective policing service". During our audit, the Native Policing Branch 
produced a draft statement of objectives for the program that included aims such 
as better relationships between native peoples and both the RCMP and the rest of 
the criminal justice system, and encouragement for native peoples to become 
involved in law enforcement. This draft statement represented a starting point 
for articulating program objectives for this program. 


10.67 The objectives of the crime prevention/police community relations 
(CP/PCR) program contain undefined terms such as: "equitable balance between 
prevention and enforcement"; "high standard of police service"; "public confidence 
and good will"; and "sensitize the public". For example, with respect to the first 
term, detachments had not been given guidelines to assist in the appropriate 
allocation of time and resources to prevention and enforcement activities. We 
noted that little time was reported on CP/PCR activities although this is a Force 
priority. 


10.68 The RCMP should ensure that objectives for its operational and 
support programs are defined as precisely as possible to facilitate planning, 
management control and program evaluation. 


10.69 Role of "C" Directorate policy centres. '"C'" Directorate is primarily 
responsible for developing policy for law enforcement activities. The Director of 
Criminal Investigations is supported by branches, known as policy centres, for 
each of the activities in the Directorate. These include Traffic, Drugs, 
Commercial Crime, National Crime Intelligence, Customs and Excise, and Native 
Policing. 


10.70 Officers in charge of the branches are designated as being responsible 
for the planning, development and co-ordination of their activities. However, the 
role of the policy centres has primarily been limited to one of co-ordination. 
Some policy centres provide quality assurance for operations, liaise with other 
departments and agencies, and assist divisions on investigative matters when 
requested. 


10.71 Commanding Officers have line responsibility for the operations of 
their divisions. Where the volume of work is sufficient to warrant it, separate 
units have been established in divisions to enforce legislation in areas such as 
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Commercial Crime, Drugs and Customs and Excise. Otherwise, these activities 
are performed by detachment personnel as part of their general duties. 


10.72 The policy centres have not fully exercised their program leadership 
role and/or their functional responsibility for monitoring the management and 
operations of divisional sections. We found that they did not develop specific 
program/activity plans that could serve as guidelines for the delivery of programs 
and a basis for accountability. This is especially significant for federal policing 
activities, where there is greater opportunity for policy development, planning 
and control. As explained in paragraph 10.96 on performance measurement, there 
was little evidence of the policy centres having identified, documented or 
communicated performance measurement procedures to assist divisions in exer- 
cising improved control and to support operational decisions. In the absence of 
formally specified program activity plans, consistent performance indicators and 
an accountability relationship with the divisional sections, it is difficult for policy 
centres to evaluate divisional resource requests. 


10.73 The program/activity structure cuts across organizational lines. The 
Headquarters policy centre structure, based on program elements, and a separate 
divisional structure, with responsibility for planning both federal and contract 
policing activities, results in fragmentation of program responsibilities among the 
divisions and "C" Directorate policy centres and affects planning and control. As 
explained in paragraph 10.125 on financial planning, there were no activity/ 
program budgets to enable responsibility reporting. 


10.74 The RCMP should review the defined role and actual functions of the 
"C" Directorate policy centres for consistency and ensure that their program 
responsibilities are clarified. 


Measurement of Program Effectiveness 


10.75 The Senior Executive Committee approved the establishment of a 
program evaluation branch in September 1978, and its activities began in early 
1980. During the initial two years, 17 person-years were assigned to the branch; 9 
were funded by the Office of the Comptroller General's Implementation Assis- 
tance Pool. The branch had completed evaluations of four programs at the time 
of our audit. Two of these evaluation reports, the studies of the Immigration and 
Passport and the Customs and Excise Programs, had been presented to SEC. We 
examined the organizational arrangement and the management of the evaluation 
function as well as the manner in which these two evaluations were planned, 
conducted and reported. 


10.76 Organization and management of program evaluations. The RCMP has 
followed the guidelines issued by the Office of the Comptroller General in estab- 
lishing and managing the evaluation function. It has prepared a manual outlining 
the responsibilities of different parties and the role of the evaluation group. 
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Comprehensive and annual evaluation plans are prepared for approval by the 
Commissioner. Evaluation assessments are undertaken to plan evaluation studies 
and there are formal arrangements for reporting evaluation results to the relevant 
policy centre and to SEC. 


10.77 The Force has taken the position that its initial attempts at program 
evaluation were to be a learning experience. The RCMP places great importance 
on policing experience as a background for persons involved in program evalua- 
tion. Consistent with this view, the Force used only regular members who had 
policing experience. These individuals, however, lacked training in the skills 
essential for program evaluation. This limited the benefits realized from the 
investment of resources in conducting the evaluation studies. 


10.78 The RCMP should ensure that the program evaluation branch includes 
a core of skilled evaluators. 


10.79 Planning program evaluations. The RCMP has undertaken evaluation 
assessments to plan its program evaluation studies. Evaluation assessments seek 
to determine whether program objectives are sufficiently clear to provide the 
basis for selecting or developing appropriate measurement procedures for use in 
the actual evaluation study. In the section of our report on planning, we indicate 
that the objectives for several programs require clarification for planning, control 
and to facilitate program evaluation. Although the Force had identified the 
clarification of objectives as a task of the evaluation assessment, this was not 
addressed during the evaluation assessment. For example, the need to clarify 
objectives was evident in the Immigration and Passport Program where some of 
the stated objectives were more concerned with the activities undertaken by the 
Force than with the outcomes that these activities were expected to achieve. 
The task of clarifying objectives appeared again in the terms of reference for the 
actual evaluation studies, reflecting a lack of distinction between the purposes of 
the evaluation assessment and the formal program evaluation. 


10.80 The terms of reference for the evaluations included the task of 
assessing the extent to which program objectives were being achieved without 
first determining the difficulties of such studies. There were problems in 
measuring the effectiveness of the two programs selected for evaluation, particu- 
larly in gathering data on the issues addressed by these programs. For example, in 
the evaluation of the Immigration and Passport Program, the difficulty of 
obtaining data on illegal immigrants was identified during the actual study. In 
other words, methodological problems which should have been recognized during 
the evaluation assessment stage were first identified during the evaluation itself. 
A properly conducted evaluation assessment would have permitted a re- 
examination of the purpose of the evaluation-- to measure program 
effectiveness -- to determine whether such a study should even be conducted. 
The failure of the evaluation assessment to assess the clarity of program 
objectives or the methodological issues means that there was little assurance that 
the purposes of the evaluation could be realized. 
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10.81 The difficulties referred to above resulted in studies that, in our 
opinion and that of senior management, resembled nationally focused management 
audits of programs. This has resulted in senior management questioning the 
usefulness of program evaluation for decision-making and as a basis for measuring 
the effectiveness of programs. 


10.82 Program evaluators should fully examine the clarity of program 
objectives and the methodological issues relevant to measuring program effec- 
tiveness during the evaluation assessment stage so that the appropriateness and 
reasonableness of conducting such evaluations can be determined before studies 
begin. 


10.83 Reporting. Completed evaluation reports are reviewed by the officer 
in charge of the policy centre for the program under review and by SEC. After 
discussion by SEC, there is a decision recorded in the minutes with a plan for 
follow-up action but there is no further circulation of the report. There are 
parties who might find these reports useful, such as the departments whose 
legislation is enforced by the RCMP, appropriate divisions and the Secretariat of 
the Department of the Solicitor General which has responsibilities for research 
and policy development in the field of policing. 


10.84 The RCMP should develop a policy on distribution and dissemination of 
program evaluation results to groups outside the Senior Executive Committee. 


Performance Measurement and Control 


10.85 We reviewed RCMP procedures to measure performance for federal 
policing and for provincial and municipal policing under contract. We examined 
the Force-wide systems that had been established to compile data for perfor- 
mance measurement. 


10.86 Data to measure police performance usually have been collected on 
the volume of crime reported or detected, the number of crimes solved and the 
amount of time police spend investigating crimes and apprehending criminals. 
The volume of crime is treated as both a workload determinant and a general 
measure of police effectiveness in combatting crime. The amount of time spent 
on an investigation is used to measure efficiency, and the percentage of total 
crimes solved (clearance rate) is treated as a measure of the quality or effective- 
ness of investigative effort. We considered the problems in using these traditional 
measures of performance for investigation of crime and apprehension of criminals 
that account for about 60 per cent of the time of approximately 12,000 
operational policemen who submit time reports. The balance of their time 
includes general patrol, judicial and detention duties, assistance to the public and 
other police units, crime prevention and police community relations activities, 
and administrative and clerical duties. 
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10.87 Force-wide workload and performance data. In 1974, following a 
request from the Treasury Board, the Force began to develop an Operational 
Performance Measurement System (OPMS) for operational policing activities. 
This system draws information from the Uniform Crime Reporting (UCR) System, 
the Person-hour Reporting (C75D) System, and the person-year and financial 
reporting systems. OPMS measures relative operational efficiency by comparing 
the time spent on an investigation to the 1974-75 base-year time. Operational 
effectiveness is measured by the clearance rate. Performance data based on the 
OPMS were first reported to Treasury Board in the 1977-78 Program Forecast. 
The RCMP uses the case burden method to justify resource requests for provincial 
and municipal policing activities. The number of persons required is based on 
forecasts of the number of criminal code crimes and the number of criminal code 
cases handled historically by each officer. 


10.88 In addition to the Force-wide systems, some information systems have 
been developed at the divisional and program level to collect workload and 
performance data useful in these areas. For example, the Commercial Crime and 
Customs and Excise Branches maintain data on the number of commercial crime 
files opened by broad classification, the frequency of seizures and the dollar value 
of customs seizures. 


10.89 In the absence of comprehensive, quantifiable measures of workload 
and performance, the RCMP relies on the uniform training and development of 
police officers, close supervision of work, and frequent reviews, inspections and 
audits of operations to ensure an acceptable level of efficiency and quality in the 
delivery of police services. We found that the RCMP's development and use of 
performance measures was generally consistent with other police forces. 


10.90 Developmental projects. There are a number of Force-wide projects 
under way that have not yet reached the implementation stage: 


- In 1976, the RCMP began to develop a revised operational 
reporting system for crime files and an Operational Statistics 
Reporting (OSR) System to identify each individual investiga- 
tional file with its originating organizational unit. OSR is 
intended to facilitate measurement of workload and to provide 
workload data for non-investigational activities such as assis- 
tance to the public or other police forces. 


- A project called Planning and Accountability Reporting For 
Outputs and Use of Resources (PAR FOUR), to integrate opera- 
tional and financial planning, was initiated in 1979 in response to 
the IMPAC.study. PAR FOUR is currently in the systems 
analysis phase and includes a sub-project to improve person-hour 
data by making them more fully compatible with OSR data. 
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- "C" Directorate has initiated a project to develop a police 
resourcing formula for provincial and municipal policing activi- 
ties using cases weighted by their work content that may replace 
the case burden approach. 


10.91 At the time of our audit, none of these force-wide projects had 
advanced to the stage where we were able to assess their potential to improve 
existing data bases or performance measures. 


10.92 Force-wide data bases. The Operational Performance Measurement 
System has been the major Force-wide system for measuring operational effi- 
ciency. Our comments are related to OPMS as well as to the two major data 
bases, UCR and C75D, from which OPMS draws workload, time and clearance rate 
data. The RCMP has not analysed changes in operational efficiency measured by 
OPMS or validated continued use of the 1974-75 base-year. OPMS data has 
generally not been accepted by managers and consequently has not been exten- 
sively used by them for management purposes. Its main use has been for 
submissions of performance data to the Treasury Board. 


10.93 Collection of Uniform Crime Report (UCR) data is a statutory 
requirement of Statistics Canada. The UCR System collects data on the number 
of crimes reported or detected and cleared by type; the number of traffic 
infractions and accidents; the number of persons killed or injured in traffic 
accidents; and the number of persons charged. UCR data must be reported by 
geographical area (detachment or police force). The data cannot be used to 
measure investigational workload or clearance rates for special enforcement units 
(commercial crime, drugs, general investigations, etc. that cut across detachment 
geographical boundaries), or for detachments because of the contributions of 
special enforcement units, other detachments and other police forces. In 
addition, the System does not collect workload data on the broad range of police 
activities which are not crime-related, such as assistance to the public. For these 
reasons, UCR data is of limited use for measuring workload and operational 
performance particularly at the unit level. 


10.94 The person-hour reporting system (C75D) collects data on the time 
spent by operational police on a wide-range of investigational and non- 
investigational activities. Summaries of C75D data were not received or 
reviewed by most policy centres. Such summaries could be useful if policy 
centres were more involved in planning and monitoring federal policing 
Operations. The potential usefulness of C75D reports was further limited as a 
result of confusion in recording time and late and incomplete reporting. C75D 
input documents were generally not required for managers or policy centre 
personnel and there was no formal documented review and approval mechanism 
for C75D input documents. In Commercial Crime, for example, when an 
investigation is being conducted under the Criminal Code for a case Originally 
reported as a bankruptcy, the time could be recorded as either bankruptcy, frauds 
and theft, or other criminal code. This affects the ability to relate time spent to 
crimes investigated. Divisions and policy centres need accurate and timely data 
that measures their workload and time to enable them to monitor efficiency and 
forecast resource requirements. 
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10.95 The RCMP should ensure that the current projects to replace or 
supplement the OPMS, UCR and C75D systems take into account the needs of 
divisions and program managers for workload and performance data and include 
appropriate controls to ensure completeness, accuracy and timeliness of data 
produced. 


10.96 Performance measurement in programs and divisions. A number of 
divisional managers in the various program areas such as Customs and Excise, 
Traffic Policing, and Criminal Intelligence Services have attempted to define 
workload and performance criteria for their activities. For example, indicators in 
the Traffic program, such as the enforcement index (number of hazardous moving 
violations/number of cumulative fatal and personal injury accidents), the contact 
rate (number of traffic offences ticketed per man per shift), and the radar 
enforcement percentage, are used in several divisions to monitor efficiency of 
traffic enforcement units and assist in determining personnel requirements. 
These indicators provide a norm by which traffic personnel are made aware of 
minimum requirements, facilitate comparison of the performance of various 
traffic units in a division, and identify when performance varies from standards. 
Headquarters' policy centres have generally not been aware of these indicators 
nor have their potential for Force-wide application been considered. 


10.97 The RCMP should ensure, through its "C" Directorate policy centres, 
that workload and performance measures developed by divisions are assessed for 
their potential Force-wide application. 


10.98 Managing investigations. Several areas such as Commercial Crime, 
Customs and Excise, Criminal Intelligence Services, and Drugs are involved with 
long, complex investigations that consume considerable time and money. 
Although time and costs can be recorded for major investigations and used in 
controlling actual time against a plan, this was not usually done. For example, 
our reviews of Commercial Crime, Customs and Excise, and Criminal Intelligence 
Services operations indicated that, in the absence of formal performance mea- 
surement systems to monitor and evaluate investigations in the divisions, per- 
formance evaluation for sections and individuals was largely subjective. Although 
each individual investigation is different, there was agreement among a number of 
individuals interviewed that tentative investigation objectives and time and cost 
estimates could be documented. For example, directions given and time and 
money spent could be recorded as investigations progress. Actual time and money 
required could then be compared to estimates, and assessments could be made of 
the degree to which investigation objectives were achieved. Such records could 
provide a basis of monitoring current performance and establish an improved data 
base for planning. 


10.99 The RCMP should establish tentative investigation objectives and time 
and cost estimates for long, complex investigations. Actual time taken and 
money spent should be compared against forecast and used to monitor per- 
formance, establish a better data base and supplement subjective judgement. 
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Internal Audit 


10.100 Audits play a major role in the RCMP management process. They are 
viewed as a means of assessing performance of divisions, directorates and 
independent branches and of reporting on accountability. 


10.101 The Headquarters Audit Branch, which in 1980-81 had a staff of 35 and 
a budget of about $1.5 million, is headed by an Assistant Commissioner who 
reports directly to the Commissioner. Audit Branch submits its management 
audit reports to the Commissioner and an audit committee composed of senior 
management and chaired by the senior deputy commissioner. The Branch is 
composed of a Publication and Co-ordination Section and 4 audit groups: Manage- 
ment Audit Section with 18 persons; Financial Audit Section with 5 persons; 
Public Service Audit Section with 2 persons; and Operational Audit Section with 4 
persons dedicated to reviews of Security Service operations. 


10.102 Reliance on audits has evolved partially from historical developments 
and, in some areas, because other kinds of management information either did not 
exist, or because management had little confidence in what was available. There 
are many activities and control functions identified as "audits" within the Force. 
This results in a lack of distinction among the concepts of "audit", "management 
review" and "quality review" as they are defined by the Office of the Comptroller 
General. A 1979-80 RCMP study identified the need to Clarify these concepts. 
This study led to policy changes that were approved in principle by the Senior 
Executive Committee in April 1980, but were still being formulated at the time of 
our audit. SEC also concluded that there should be only two levels of internal 
audit in the Force, the Headquarters Audit Branch and division audit units. RCMP 
personnel were generally not aware of the differences between audits, manage- 
ment and quality reviews and had a general perception that there were too many 
"audits". 


10.103 Our 1978 government-wide study of internal audit included the 
RCMP's Financial Audit Section. As part of our current comprehensive audit, we 
followed up on our 1978 comments and reviewed the Management Audit Section 
and the functions of divisional audit units. We found that considerable progress 
had been made by the Audit Branch and that, in general, its operations met the 
Criteria for internal audit. The Branch has also been responsive in addressing 
matters which were identified and discussed during our audit. We believe, 
however, that there is a need for further improvements in the following areas. 


10.104 Performance of audit work. Improvements have been made to the 
audit process over the past two years, including the publication of an audit manual 
and, in December 1980, standards of performance for the Audit Branch. By 1982, 
the RCMP intends to combine the various sections of the Audit Branch into an 
integrated audit unit to perform comprehensive internal audits. 
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10.105 Audit documentation should include a clear audit program, evidence of 
work done and a review to ensure quality. Audit plans briefly summarized major 
areas to be reviewed; however, there were no formal audit programs that 
specified audit criteria, established audit objectives and appropriately docu- 
mented the audit emphasis. Audit programs should link procedures and objectives 
and facilitate control of work. Standards for working paper documentation and 
indexing were insufficient to guide audit personnel in the performance of their 
work. Further, there was no formal working paper review or quality assurance 
procedure; undue reliance was placed on the debriefing process. Lack of clear and 
sufficient documentation make it difficult for others to rely fully on the audit 
work performed. The Audit Branch has started reviewing possible alternative 
methods for indexing and documenting audit work. Notwithstanding the documen- 
tation weaknesses, we found that the general quality of management audit reports 
was good. 


10.106 Audit personnel at all levels are usually assigned to the Audit Branch 
for three years. In 1980, an audit seminar was held to orient new members. 
Selective use was made of outside audit courses; however, no specific training on 
detailed audit disciplines was given to new Audit Branch members to complement 
their on-the-job training. This resulted in some auditors feeling ill-prepared to 
carry out their assigned responsibilities properly. Arrangements are currently 
being made to send all new Audit Branch members and some divisional auditors to 
an internal audit course in 1981. 


10.107 The Headquarters Audit Branch should clarify documentation 
standards for audit programs and working papers and should introduce related 
training and a quality review process to assure adherence to such standards. 


10.108 Divisional audit units. Divisional audit units perform audits on behalf 
of divisional commanding officers and are in the developmental stage. There are 
currently six divisional audit units and the Commissioner has approved the 
establishment of six more one-person divisional audit units. Audit Branch has no 
functional responsibility for the divisional audit units. We found that there was 
little consistency in their objectives, scope, approach and coverage. 


10.109 The RCMP has recognized the need to establish for divisional audit 
units: 
- audit standards and appropriate methodology; 


- a program to acquaint commanding officers with the strategy 
and methodology to carry out comprehensive audits; and 


- a training program to develop the competence of divisional 
auditors. 
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10.110 By April 1981, only the initial steps had been taken to meet these 
needs. The achievement of the goals for divisional audit units and the establish- 
ment of appropriate standards, including detailed attention to performance 
standards, are essential to enable others to rely on work done by divisional audit 
units. An alternative to assist developments may be to establish a functional 
relationship between Audit Branch and divisional audit units. 


10.111 The RCMP should ensure that its program for developing audit 
standards and methodology for divisional audit units is implemented as quickly as 
is practicable. 


Electronic Data Processing. 


10.112 The RCMP had expenditures of approximately $29.5 million in 1980-81 
for electronic data processing (EDP) and EDP-related resources. "V" Directorate 
is the policy centre for EDP and incurred 87 per cent of EDP expenditures. The 
remainder was incurred by the operating divisions and other directorates, with 
Automated Information Services (AIS) of Security Services the largest at 8 per 
cent. The security and inspection function carried out by the Force on behalf of 
the Treasury Board is the responsibility of "P" Directorate. This function was not 
reviewed as part of our audit. 


10.113 "Vv" Directorate is responsible for developing and operating the 
Canadian Police Information Centre (CPIC), a major EDP-based crime informa- 
tion facility that supports police forces across Canada. CPIC accounts for 
approximately 70 per cent of the EDP resources controlled by "V" Directorate. 
The Directorate's remaining EDP resources are used in support of RCMP internal 
requirements. 


10.114 The entities responsible for EDP resources within the Force have 
developed appropriate internal mechanisms to manage their operations. With 
specific reference to "V" Directorate and AIS, we noted that: 


. major hardware and software changes were individually planned 
and monitored; 


- performance of the hardware/system software configuration was 
regularly evaluated; 


- individual projects under development were monitored within the 
EDP service areas; and 


- both entities recognized the need for and were developing long- 
range plans. 
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10.115 We did, however, identify certain weaknesses in the overall manage- 
ment of EDP resources on a Force-wide basis. 


10.116 The EDP policy, approved by SEC and published in October 1980, did 
not clearly identify the mandate of "V" Directorate with respect to Security 
Services, "P" Directorate and other EDP resource centres, nor did it outline the 
responsibilities of senior Force management with respect to EDP. Asa result, the 
mandate of "V" Directorate with respect to EDP in the Force, as outlined in the 
policy, was not clearly understood or accepted by all units with EDP resources. 
This situation has an impact on the effective co-ordination of EDP resources in 
the Force. 


10.117 There was no approved long-range plan for the Force on which "V" 
Directorate could base its strategic planning for EDP. The long-range planning 
carried out by "V" Directorate is based primarily on technical trends and not on 
RCMP program requirements. Priorities for allocating EDP resources were not 
explicitly discussed or set by senior management. Within "V" Directorate, which 
services the largest user group, allocation of resources was based on the 
Directorate's perception of Force priorities. 


10.118 Key RCMP projects, such as the Police Information Retrieval System, 
the new Financial Management System and PAR FOUR, have missed development 
milestone targets. One factor in project slippage was the considerable difficulty 
in staffing civilian technical professional positions. There was no management 
vehicle for dealing promptly with these issues and, as a result, the senior 
executive group was not formally advised of EDP project slippage. 


10.119 Performance indicators for EDP centres in the Force had not been 
defined and/or reported to the senior executive group. Senior management was 
therefore unaware of changes in performance and unable to ensure that corrective 
action was taken when required. Performance indicators could include production 
service levels, user satisfaction, project status, budget compared to actual 
expenses, quality control results, capacity utilization and so on. 


10.120 Although senior management reviews the Annual] EDP Report and 
Plan, the annual budget and initial plans for certain major projects, it had not 
been sufficiently involved in other areas, as noted above. We believe that an EDP 
Steering Committee made up of senior representatives of the divisions and 
directorates would provide an appropriate vehicle for dealing with EDP resource 
management. 


10.121 An EDP Steering Committee should be established with responsibility 
for EDP matters, such as policy, systems development priorities, key project 
monitoring, performance monitoring and related concerns such as staffing. 
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Financial Management and Control 


10.122 The Office of Chief Financial Officer was established in May 1979. 
The Chief Financial Officer (CFO) reports directly to the Commissioner and is a 
member of SEC. He is responsible for financial planning, budgeting, accounting 
and reporting and is assisted at Headquarters in Ottawa by the Budgeting and 
Systems Directorate and the Financial Control and Authorities Directorate. 
Divisional financial officers are responsible to their Commanding Officers for 
controlling, recording and reporting the use of financial resources in the divisions. 
These financial services and supply officers receive functional direction from both 
the CFO and the Director of Services and Supply in Ottawa. 


10.123 Our 1975 Financial Management and Control Study (FMCS) showed 
that the RCMP financial management systems and controls had resulted in a 
continuous updating of financial systems and procedures to meet changing 
requirements. FMCS also identified areas for improvements in the various 
components of the financial management system. We reviewed these as part of 
this audit. 


10.124 The Force has made progress in improving its financial management 
and controls and has implemented the majority of FMCS recommendations. Our 
current review also indicated that management was working closely with central 
agencies in instituting appropriate improvements. Areas identified by FMCS and 
requiring further attention are financial planning and budgeting and financial 
reporting. 


10.125 Financial planning and budgeting. In FMCS we observed that the 
budgetary process emphasized total dollar controls but did not include activity 
based reports to monitor and control the use of resources. In 1978, we presented 
illustrative estimates to the RCMP to demonstrate how activity budgets could be 
prepared and presented. In 1979, the RCMP included the PAR FOUR project in 
its IMPAC Action Plan to produce a management information system that would 
link budgets to results and measure achievements related to resources used. 
Although there were sufficient reviews, documentation and controls to ensure 
that the quality of information in the budgeting process was adequate, operational 
planning was not integrated with financial planning because there were no 
complete activity/program budgets that would enable comparison of planned and 
actual costs and performance. Consequently, it is difficult to hold managers 
accountable for their performance through the budgetary process. Current plans 
call for the PAR FOUR study to evaluate the suitability of the program activity 
structure and its relevance and compatibility with attempts to improve mana- 
gerial accountability and control. 


10.126 Accounting systems and controls. Accounting systems and controls 
were generally adequate and met the criteria set by our Office. Nevertheless, our 
audit identified areas of financial operations where opportunities existed for 
increasing efficiencies, such as replacing extensive and costly divisional financial 
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audits of detachments by a simplified financial reporting system. The Force was 
aware of the issues and was taking steps toward resolving them. 


10.127 Financial reporting. There are numerous financial reports produced 
under the direction of the Office of the CFO and distributed to the divisions and 
other users of financial information. However, many of these reports, such as 
annual activity cost and monthly expenditure trend reports, were not used by 
divisional financial officers. Two reasons given were the lack of meaningful 
presentation of information and the late delivery of these reports. The Force had 
not reviewed the extent to which the present financial reporting system met the 
current needs of staff at Headquarters and in the divisions. 


10.128 The RCMP should ensure that its financial reporting system meets the 
needs of staff at the Headquarters and divisional levels. 


Payroll Costs Management 


10.129 In our audit of payroll costs management, we examined human 
resource planning, training, and human resource information systems. 


10.130 Human resource planning. The Force generally met our criteria for 
human resource planning. It has developed and implemented mechanisms to plan 
manpower requirements in the short to medium-term (one to three years). The 
RCMP forecasts human resource needs over a three-year period, inputs the fore- 
cast to the Force planning cycle, closely monitors attrition rates, plans recruiting 
and basic training around approved new person-years and the anticipated attrition 
rates, and uses succession planning to identify the most suitable person to fill 
individual openings. 


10.131 The Force's Administration Manual requires detailed projections of 
human resource needs for a three to five-year period. This requirement was not 
met. There were varying opinions among personnel managers of the Force with 
respect to the need for and practicality of long-term (three to five-year) human 
resource planning in a police environment. No study had been made on the 
feasibility of long-term human resource planning in the RCMP, 


10.132 Regular members of the Force fill a variety of operational police and 
administrative roles from general duty policing to specialized roles in customs and 
excise enforcement, commercial crime enforcement, finance, audit, program 
evaluation, and so on. We found there was no formal career path identified in 
these various programs or functional areas. As well, there was no system that 
would connect career paths between these various areas, allowing for an orderly 
progression for individual members. Although the succession planning process 
endeavours to identify successors for positions prior to the position becoming 
vacant, it is a short-range, one to two-year program and does not establish 
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longer-term career plans for subsequent career progression of members. Lack of 
advancement opportunities in certain fields has caused members to seek transfers 
to new work areas. The movement of personnel from one career stream to 
another may broaden their overall experience base, but it has also resulted in a 
loss of expertise from work areas that require an increasing amount of specialized 
knowledge, training, education and background experience. Although a major 
study on Occupational Task Analysis was carried out in 1977, no policy decision 
had been made to pursue the concepts of alternative career paths and specializa- 
tion. 


10.133 The RCMP should determine the most appropriate forecast period for 
human resource planning, and further review the concepts of career planning and 
specialization to optimize the development and use of human resources. 


10.134 Training. The Training and Development Branch of the RCMP is 
responsible for the development, implementation and administration of the 
Force's training and development policies and program. The RCMP estimates that 
over $26 million was invested in training and development activities in 1980-81. 


10.135 Training is an essential element in the operation of the Force. 
Regular members are recruited at the same basic level and are provided with 
operational, administrative and managerial training through the Training and 
Development Branch. All courses are developed under Training and Development 
Branch standards or are selected from sources outside the Force based on an 
appropriate evaluation of alternatives. In addition, selected regular members are 
sent to universities for degrees or for one year non-degree courses. 


10.136 As part of our 1978 Study of Procedures in Cost Effectiveness (SPICE), 
a report on certain aspects of training and development activities was provided to 
the Force. Action has been taken on most of the recommendations. Our current 
review identified areas that warrant further management attention. 


10.137 We found that when a training need was identified, a study was under- 
taken to identify a number of alternatives for meeting the need. Estimates of the 
development and instruction costs of each alternative were not made. This 
resulted in incomplete information for the assessment of alternatives and no basis 
for monitoring actual development and instruction costs. 


10.138 The actual cost of the Force training program was not available in 
either an aggregated form for senior management review or in detailed form for 
monitoring and controlling specific course development and instruction costs. The 
proposed Force-wide time reporting system could provide some information, but 
the Training and Development Branch had not determined how it might be used. 
The Branch has, however, made a commitment to provide aggregated training 
costs in their annual report on training. 
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10.139 The RCMP should ensure that studies of alternatives to meet training 
needs include estimates of development and instruction costs. 


10.140 The Training and Development Branch should accumulate and report 
costs for course development and instruction. 


10.141 Human resource information system. PARADE is the Force-wide 
human resource information system that supplies data on Regular and Civilian 
Members and Special Constables. The system carries tombstone data, historical 
information on postings, performance evaluation data and individual preferences 
for future postings. PARADE is used as a primary input to the succession 
planning process. It has been well received by those personnel units having access 
to it and no complaints were received with respect to the adequacy, accuracy and 
timeliness of the data. 


10.142 There is only minimal information on the 3,400 Public Service 
Employees of the Force on the PARADE system. Some of the required Public 
Service Personnel Branch human resource information may be obtained from a 
variety of other automated personnel-related systems, but the Branch often must 
accumulate data manually to meet information needs. This process is frequently 
time-consuming. The Public Service Personnel Branch has identified information 
on training as a priority and plans to undertake a study in 1981 to identify 
priorities for information as a basis for submission to senior management. 


10.143 In identifying its information requirements, the Public Service 
Personnel Branch should determine the feasibility of integrating the required 
personnel data into an automated human resource information system. 


Information for Parliament 


10.144 The improvements recommended in this chapter, particularly in 
planning, performance measurement and program effectiveness, would produce 
information which, if provided to parliamentarians, could help them to relate 
resources requested to planned results and to compare actual results with plans. 
Although the following observations do not represent a complete description of 
matters that should be considered, they indicate the type of information that the 
RCMP should be examining for disclosure in the Estimates and Public Accounts. 
Management should also determine whether the appropriate information can be 
produced, so that it is available for the Estimates and Public Accounts revisions 
that are being carried out by the Office of the Comptroller General. 


10.145 Environmental information. To help establish the setting for police 
work, the actual and expected trends in broad categories of offences, such as 
white collar and computer crime, could be shown and their effects on the Force 
explained in general terms. The extent to which RCMP workload depends on 
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different factors including crimes, other demands for police services, demogra- 
phic statistics and unemployment levels, could also be described. 


10.146 Performance and workload information. The overall effectiveness and 
efficiency of law enforcement and other factors affecting police work are not 
easily explained or measured. Other important factors, however, can be explained 
and should be included in the Program Expenditure Plans supporting the RCMP's 
Estimates provided they are carefully selected and qualified so as not to mislead 
the reader. Information about specific types of police work such as "drug 
enforcement" and "traffic" should be disclosed. The expenditures and person- 
years spent on drug enforcement, for example, might be related to trends in drug- 
related deaths, the expected number of major and other drug investigations, the 
expected cost and time per case, trends in the value of drugs seized, the street 
price of drugs and the number of known users. A selection could be made from 
these and other factors to help explain drug enforcement work and support the 
estimated level of expenditure. Similarly, an attempt should be made to select 
and explain workload and performance information in the sections of the 
Estimates dealing with each of the other major categories of police work. 


10.147 Cost-sharing agreements. To provide an understanding of the activity 
called "Police Services Under Contract", the Estimates should briefly describe 
policing agreements with the provinces, municipalities and territories. Such 
information could include: 


- terms and renewal dates, including the portion of costs borne by 
the federal government; 


- revenue and explanations of changes in the rates and fees 
charged; 


- some explanation of the allocation of staff and resources to 
specific types of work such as preventive policing, investigation, 
general duty, traffic or administration. 


10.148 Inter-relationships. A brief explanation could be given of joint 
operations with other enforcement agencies, and the use made by the RCMP of 
voluntary public and other assistance. 


10.149 Jurisdiction over federal law enforcement. The RCMP has a major 
role in enforcing over 60 federal statutes; however, many other federal depart- 
ments and agencies also have enforcement capabilities. The introductory section 
of the RCMP Estimates could refer to the whole field of federal law enforcement 
and the way funds and responsibilities have been allocated. A list of these Acts 
might be included in the RCMP Estimates as well as an indication of the expen- 
ditures incurred enforcing the major ones. 
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10.150 Personnel. RCMP salaries, wages and other personnel costs account 
for approximately 70 per cent of gross program expenditures and over 5 per cent 
of total government personnel expenditures. The current Estimates show the 
numbers and ranks or levels of both public servants and members of the Force. 
Additional summary information might be provided about the Force; for example, 
members performing particular types of contract and non-contract work, average 
salaries, training costs, attrition, transfers, retirements and the number of staff 
in each division. 


10.151 Pensions and other employee benefits. A statutory appropriation of 
$87.9 million for pensions and other employee benefits for members of the Force 
is included in the $96.9 million in the 1981-82 Estimates for pensions and other 
employee benefits. These amounts should be explained, particularly the govern- 
ment's contribution to the RCMP Superannuation Account. 


Other Audit Work 
Review of IMPAC Action Plan 


10.152 In 1978, the Office of the Comptroller General launched an initiative, 
commonly known as IMPAC, to improve management practices in government 
departments and agencies. The Public Accounts Committee has indicated that 
our Office should monitor this significant government initiative and report to the 
House of Commons on its progress. During our comprehensive audit, we continued 
the monitoring process that we began at the RCMP in 1980. We have considered 
the Force's IMPAC Action Plan when reporting the findings and recommendations 
arising from our current review. 


10.153 The original RCMP Action Plan was approved by the Office of the 
Comptroller General in December 1979. The estimated implementation cost for 
the Plan was $1.7 million, and the target completion date was 31 December 1982. 
The Plan consisted of six projects: strategic objectives and plans, long-term 
operational planning, current year operational planning, operational budgets 
(commonly called PAR FOUR), program evaluation, and internal audit plans and 
results. 


10.154 At 31 May 1981, the date at which we assessed the progress of the 
Action Plan, the Internal Audit project had been completed by the Force and 
signed off by the Office of the Comptroller General. Work on all other projects 
had been initiated; however, the Force was revising its Action Plan to incorporate 
refinements and changes to the original projects. Implementation of the revised 
Action Plan, including PAR FOUR, the largest project, is scheduled for comple- 
tion by | April 1984. 
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Follow-up on Government-wide Materiel Management and Energy Conservation 
Audits 


10.155 In 1980, we reported on the RCMP management of vehicles (Para- 
graphs 2.129 - 2.136) and uniforms (Paragraphs 2.192 - 2.194) as part of our 
government-wide audits of materiel management and energy conservation in 
government. As part of this audit, we followed up on those matters and found 
that appropriate action had been initiated in response to our findings. 


10.156 Vehicles. The RCMP maintains a fleet of cars reserved for emergency 
use. The Force is conducting a study to determine the appropriate stock level for 
such reserve vehicles. In addition, the Force is drafting policy to promote both 
pooling of vehicles for more efficient use and consideration of vehicle condition 
and future repair and maintenance costs before disposal. 


10.157 Uniforms. We reported that the RCMP managed the supply of 
uniforms to about 12,000 uniformed members with due regard for economy and 
efficiency. Members receive an allowance to purchase some items of uniform. 
The Force has begun to document its policy and procedures for calculating this 
allowance. It is also studying the alternatives to current inventory locations and 
distribution methods to determine the potential for cost reductions. 


10.158 RCMP Internal Energy Conservation Program. As a follow-up to our 
work in the RCMP during the government-wide study on energy conservation in 
1980, we reviewed progress with the Force's Internal Energy Conservation 
Program. Our follow-up revealed that a five-year department-wide program has 
been developed and is being implemented beginning in 1981-82. The program 
consists of a series of detailed strategies and measures designed to reduce energy 
consumption. 


10.159 Although it is too early to assess the impact of these measures, they 
include a number of improvements to management controls within the Program. 
These improvements include obtaining approval for the establishment of an 
internal energy conservation organization; developing department-wide plans with 
measurable goals; carrying out energy surveys; using consultants and existing 
government expertise; and identifying impediments and achievements in an annual 
report of results. 
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Summary of Recommendations and RCMP's Comments 


Recommendations 


Planning 


10.59 


10.64 


10.68 


10.74 


The RCMP should review its 
planning process and identify 
responsibilities for evaluating 
strategic issues and analysing 
costs and benefits of long- 
range alternatives. 


The RCMP should ensure that 
operational plans for program 
areas define total resource 
requirements and expected re- 
sults in measurable terms to 
the extent practicable, and 
policy centres should report on 
actual results achieved comp- 
ared to plans. 


The RCMP should ensure that 
objectives for its operational 
and support programs are de- 
fined as precisely as possible 
to facilitate planning, mana- 
gement control and program 
evaluation. 


The RCMP should review the 
defined role and actual func- 
tions of the "C" Directorate 
policy centres for consistency 
and ensure that their program 
responsibilities are clarified. 


Bp) 


RCMP's Comments 


Agreed. The review of the planning 
process is an integral part of the 
IMPAC Action Plan for the RCMP. 
Planning Branch responsibilities for 
the annual development of a 
"Strategic Overview" will include the 
evaluation and analysis of costs and 
benefits in order to arrive at courses 
of action advocated in the Strategic 
Overview. 


Agreed. This recommendation has 
been incorporated as the objective of 
a major component of the plan and 
timetable for the IMPAC Action Plan. 


Plans for the IMPAC Action 
Plan incorporate projecting and 
initially reporting upon expected 
quantified demands for operational 
and support services and providing 
actual quantified results and use of 
resources in relation to plans as the 
year unfolds. This is seen to provide 
accountability for plans and results to 
the many governments served by the 
Law Enforcement Program. 


Agreed. 


The Force was aware of the issue, and 
action is already under way. 
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Recommendations 


Measurement of Program Effectiveness 


The RCMP should ensure that 
the program evaluation branch 
includes a core of — skilled 
evaluators. 


10.78 


10.82 Program evaluators should 
fully examine the clarity of 
program objectives and the 
methodological issues relevant 
to measuring program effec- 
tiveness during the evaluation 
assessment stage so that the 
appropriateness and _ reason- 
ableness of conducting such 
evaluations can be determined 
before studies begin. 

10.84 The RCMP should develop a 
policy on distribution and 
dissemination of program 
evaluation results to groups 
outside the Senior Executive 
Committee. 


Performance Measurement and Control 
10.95 The RCMP should ensure that 
the current projects to replace 
or supplement the OPMS, UCR 
and C75D systems take into 
account the needs of divisions 
and program managers for 
workload and _ performance 
data and include appropriate 
controls to ensure complete- 
ness, accuracy and timeliness 
of data produced. 
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Agreed.. The RCMP is seeking the 
services of a skilled methodologist to 
accelerate staff development in evalu- 
ation skills. 


Agreed. This is now being carried out. 
Clarity of objectives and methodol- 
ogical issues are being addressed prior 
to attempting evaluations for other 
program elements. 


Agreed. Evaluation results will 
receive wider distribution for program 
elements for which the value of evalu- 
ation is clearly established. Distribu- 
tion will be more closely held for 
program elements whose evaluation 
results are less clear in terms of 
value. This action will contribute to 
development of a dissemination policy. 


This recommendation is identified for 
attention in the IMPAC Action Plan. 
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Recommendations 


10.97 The RCMP should ensure, 
through its "C" Directorate 
policy centres, that workload 
and performance measures 
developed by divisions are 
assessed for their potential 
Force-wide application. 

10.99 The RCMP should establish 
tentative investigation objec- 
tives and time and cost esti- 
mates for long, complex in- 
vestigations. Actual time 
taken and money spent should 
be compared against forecast 
and used to monitor perfor- 
mance, establish a better data 
base and supplement subjec- 
tive judgement. 


Internal Audit 


10.107 The Headquarters Audit 
Branch should clarify docu- 
mentation standards for audit 
programs and working papers 
and should introduce related 
training and a quality review 
process to assure adherence to 
such standards. 


The RCMP should ensure that 
its program for developing 
audit standards and method- 
ology for divisional audit units 
is implemented as quickly as is 
practicable. 


10.111 
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Agreed. The value of this recommen- 
dation is recognized, and it will be 
addressed. 


Agreed. This is currently carried out 
by some Divisions for major investiga- 
tions and involves a very labour inten- 
sive manual collection of data. The 
IMPAC Action Plan will address the 
feasibility of applying project codes 
(now used to collect all but pay costs 
for major projects) to person-hours 
applied to major investigations. Given 
the feasibility to collect the desired 
data in a non-labour intensive manner, 
"C" Directorate will develop policy 
guidelines to enable Divisions to 
establish objectives and to receive 
reports measuring inputs and results 
for major cases. 


Agreed. Revised documentation stan- 
dards and indexing for working papers 
reflect a clear audit program with a 
quality assurance procedure to ensure 
conformity with standards. New 
auditors will receive an Internal Audit 
Course to be complemented by on-the- 
job training under an_ experienced 
auditor. 


Policy work has been completed and 
revisions to the Administrative Manual 
will lead to early implementation. 
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Recommendations 


Electronic Data Processing 


10.121 An EDP Steering Committee 


should be established with 
responsibility for EDE 
Matters... such 9 <as, © (policy, 
systems development prior- 


ities, key project monitoring, 
performance monitoring and 
related concerns such as 
staffing. 


Financial Management and Control 


10.128 The RCMP should ensure that 
its financial reporting system 
meets the needs of staff at 
the Headquarters and divi- 
Sional levels. 


Payroll Costs Management 


10.133 The RCMP should determine 
the most appropriate period 
for human resource planning, 
and further review the con- 
cepts of career planning and 
specialization to optimize the 
development and use of human 
resources. 


10.139 The RCMP should ensure that 
studies of alternatives to meet 
training needs include esti- 
mates of development and in- 


struction costs. 
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Agreed. The Senior Executive 
Committee has been providing 
direction on EDP matters, but a 
Steering Committee should be able to 
serve the Force better. Details of 
structure and terms of reference to be 


considered on a priority basis. 


Agreed. The Financial Management 
System (FMS) project is being under- 
taken to meet the financial reporting 
needs of staff at Headquarters and 
division levels, and for our central 
agency reporting interface. 
Summarized financial reporting 
information from FMS will become the 
financial component for integrated 
management reporting incorporated 
into the IMPAC Action Plan. 


Agreed. A work plan and timetable 
will be developed to address and, if it 
is feasible, to increase the period of 
human resource planning for the large 
general police skills group from three 
to five years. Career planning for 
specialist areas will focus upon how to 


increase advancement opportunities 
and minimize losses of expertise 
through merging similar specialty 


career streams. 


Agreed. Costing systems and reports 
for development and instruction are 
being standardized across the public 
service. These systems will provide an 
improved data base to address alter- 
natives to meet training needs initially 
for RCMP public servants and sub- 
sequently for police categories. 
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Recommendations 


10.140 The Training and Development 
Branch should accumulate and 
report costs for course devel- 
opment and instruction. 

10.143 In identifying its information 
requirements, the Public 
Service Personnel Branch 
should determine the feasi- 
bility of integrating the 
required personnel data into 
an automated human resource 
information system. 
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Agreed. These will be accumulated to 
meet both internal and external needs. 


Agreed. An automated human 
resource information system will be 
developed if feasible and proposed to 
the EDP Steering Committee (10.121). 
Central agency initiative (similar to 
10.139) will be closely monitored to 
avoid duplicate resourcing by an 
agency with a relatively small public 
service cadre. 
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11 
NATIONAL MUSEUMS OF CANADA 


Introduction 
The Corporation 


11.1 The Corporation of the National Museums of Canada was established 
in 1968 by the National Museums Act (R.S.C. 1970, c. N-12). In addition to 
setting up the office of the Secretary-General, the Act recognized four institu- 
tions: the National Gallery of Canada, a museum of fine arts; the National 
Museum of Man, which includes the Canadian War Museum, and where the story of 
Man is retold through archaeology, ethnology, folk culture and Canadian history; 
the National Museum of Natural Sciences, holding collections in the fields of 
botany, zoology, paleontology and mineral sciences; and the National Museum of 
Science and Technology, which also houses the National Aeronautical Collection. 


H1.2 The head office of the National Museums of Canada is in Ottawa. The 
Corporation is directed by a board of 14 trustees and, since 31 July 1980, has 
reported to the Minister of Communications. It is designated as a departmental 
corporation in Schedule B of the Financial Administration Act. 


bi.3 The National Museums Act sets out the purpose of the Corporation as 
follows: "to demonstrate the products of nature and the works of man, with 
special but not exclusive reference to Canada, so as to promote interest therein 
throughout Canada and to disseminate knowledge thereof." The sub-objectives in 
the Estimates more specifically express the global objective: 


- to acquire objects, artifacts and works of art by field work and 
purchase; 


- to classify, preserve, develop and maintain the collections rela- 
tive to the products of nature and works of man; 


- to conduct basic research including analysis and interpretation of 
data on the collections and methods of preservation; 


~ to exhibit objects and artifacts of national cultural and scientific 
importance in an attractive and interesting presentation to the 
public to stimulate, educate and inform; and 


- to democratize and decentralize museum activities by develop- 
ing the best possible distribution of cultural resources through a 
network of museums and providing assistance in restoration and 
conservation, display and financial support. 
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11.4 The first four sub-objectives describe what are universally recognized 
as the essential functions of all museums: collection, preservation, research and 
the dissemination of knowledge. The fifth states the functions arising from the 
adoption of the National Museum Policy by Cabinet in 1972. 


Organization 


11.5 The National Museums Act provides for an organization made up of 
three components: the Board of Trustees, the four museums and the Office of the 
Secretary-General. The members of the Board of Trustees are appointed by 
Governor in Council and meet every three months. None of the members, 
however, performs his or her duties on a full-time basis. 


11.6 There is a director for each museum, appointed by Governor in 
Council, who directs the activities of the museum. The Secretary-General is also 
appointed by Governor in Council and, under the Corporation's by-laws, is 
designated as chief executive officer. He is not a member of the Board of 
Trustees. 


11.7 The Office of the Secretary-General includes Central Services and 
National Programs. Central Services include personnel, finance, administration, 
security and several other support and technical services. The National! Prograrns 
Branch is responsible for implementing the National Museums Policy and is made 
up of a co-ordination division and five directorates: 


- Museum Assistance, a program that provides financial support in 
the form of grants and technical assistance to museum organiza- 
tions; 


- the Canadian Conservation Institute, a laboratory for research 
into methods of conservation and restoration where highly 
specialized work is performed; 


- the National Inventory Program, which has the goal of compiling 
a computer-based inventory of the scientific and cultural collec- 
tions held in Canada's museums; 


~ the Mobile Exhibits Program, which sponsors caravans that 
travel across the country with the goal of stimulating curiosity, 
opening new horizons and enriching Canadians' cultural experi- 
ence; and 


~ the International Program, which co-ordinates international 


exhibitions touring Canada and Canadian exhibits abroad. 


11.8 The four museums, National Programs and Central Services will be 
referred to throughout this chapter as the six components of the National 
Museums of Canada. 
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Exhibit 11.1 


NATIONAL MUSEUMS OF CANADA 
SUMMARY ORGANIZATION CHART - 31 MARCH 1981 
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Resources 


11.9 The expenditures forecast and the person-years authorized for each of 
the activities of the National Museums of Canada were set out in the 1980-81 
Estimates as follows: 


Person- 
Expenditures % years % 
(thousands of 
dollars) 
National Gallery of Canada $ 6,950 Lez 212 21.0 
National Museum of Natural 5,401 1033 WA 12.6 
Sciences 
National Museum of Man 8, 156 156 195 19.4 
National Museum of Science 3,897 74 129 12.8 
and Technology 
National Programs 19,768 Shak 193 1928 
Administration 5,264 10.0 150 14.9 
Contributions to Employee 3,025 Dees - - 
Benefit Plans 
$ 52,461 100% 1, 006 100% 
Environment 
11.10 The nature of the work carried out by the National Museums of 


Canada poses special problems for management. The definition of heritage, the 
selection of objects to be acquired and preserved, the application of conservation 
methods, the orientation of research and the dissemination of knowledge are 
activities where aesthetics, creativity and other subjective values play an 
important role. The main activities of museums belong to artistic, cultural and 
scientific fields where the application of strict management techniques has 
traditionally been viewed as hindering rather than supporting creativity. Man- 
agers are therefore expected to maintain a balance between the discipline 
necessary for good management and the independence necessary in the artistic, 
cultural and scientific fields. 


Audit Scope 
11.11 Our audit concentrated on the management systems of the National 


Museums of Canada. We reviewed objectives and policies, the definition of roles 
and responsibilities in the National Museums of Canada, and systems for planning, 
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controlling and evaluating museum functions. We also reviewed human resource 
management, financial management, internal audit and reporting to Parliament. 


be12 We did not include in our audit any qualitative issues concerning arts 
and culture. 


Summary of Audit Observations 


11.13 We concluded that the effort devoted to carrying out museum activi- 
ties was not supported by a clearly defined management structure and effective 
management procedures, even though the National Museums Corporation has 
made repeated attempts, since its establishment in 1968, to rationalize its 
operating framework. 


11.14 During our audit, we noted a number of cases of overlapping jurisdic- 
tion and responsibilities at senior levels in the organization. For example, the 
Secretary-General is responsible for establishing and providing security services 
for museums, while museum directors are responsible for the safekeeping of their 
collections. Because the Secretary-General and museum directors all report 
directly to the Board of Trustees, any misunderstanding with regard to security 
must be brought before the Board; no single manager has full authority in 
management matters. In effect, this situation gives general management respon- 
sibilities to a Board of Trustees that meets officially only four times a year. 
Overlapping and lack of precision in defining duties do not promote operational 
efficiency or accountability of managers for their respective tasks. 


11.15 A set of policies is essential to ensure some degree of consistency in 
action, especially where managers! roles and duties have not been clearly defined. 
Our audit showed that the National Museums of Canada had begun developing 
policies in some areas; however, a number of major activity sectors did not have a 
policy framework approved by the Board of Trustees. 


11.16 Considerable progress has recently been made toward better planning 
in the National Museums of Canada. Achievements have included establishment 
of a Policy, Planning and Evaluation Group, adoption of a statement of intent that 
serves as a strategic plan, and revision of the budgetary system on the basis of 
museum functions. 


11.17 Our examination of the statement of intent and the new budget 
planning system revealed that a great deal remains to be done to complete the 
general planning framework for the National Museums of Canada. It would be 
particularly desirable to translate objectives more clearly into measurable terms 
and to link budget forecasts more closely to priorities, and priorities to objec- 
tives. In the absence of such links, it is difficult to establish accountability, and 
efforts to evaluate program effectiveness may be limited to a simple review of 
services without reference to the objectives of the National Museums of Canada. 
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11.18 Our audit of collections management showed that the inventory was 
incomplete and that documentation was insufficient. Efforts have been made to 
improve these areas, particularly at the National Gallery. 


11.19 In 1972, the National Museums of Canada set up a program known as 
the National Inventory with the goal of compiling a computer-based inventory of 
all objects held in Canada's museums. Eight years of work involved expenditures 
in the order of $7.5 million, excluding $4.3 million granted to Canadian museums 
through the Registration Assistance program and $1.2 million of services rendered 
through the Youth Assistance program. However, National Inventory program 
managers still had not fully evaluated the task at hand, nor had they set up a 
schedule for completion. It was, therefore, impossible to estimate realistically 
the progress that had been made. Because the computer systems were already 
overloaded, the program had been refusing new clients for the past three years. 


11.20 In June 1981, program management proposed a change of computers 
and software to remedy the situation. The proposal was not, however, based on a 
thorough feasibility study or a clear definition of the needs the program should be 
capable of meeting. 


11.21 In the areas of research and the dissemination of knowledge, we 
observed that there were weaknesses in the mechanisms for establishing objec- 
tives and priorities for planning and control. The results of publication activities 
illustrate the consequences of such weaknesses. For example, publications were 
frequently brought out at great expense but, because there was no market for 
them, they piled up in warehouses. 


11.22 Although security services seemed to be adequately managed despite 
some overlapping responsibilities, the protection of the collections is not neces- 
sarily ensured because of the inadequacy of the buildings housing them, which is 
beyond the control of the National Museums. Collection items are dispersed 
throughout many of the 43 premises of the National Museums of Canada. The 
state of a number of these premises is such that the items stored in them 
deteriorate and are constantly threatened by fire, flood, mould, dryness and so on. 
Furthermore, several premises have been condemned by the Dominion Fire 
Commissioner, the Department of National Health and Welfare, and the Depart- 
ment of Labour. National Museums management carried out, with the Depart- 
ment of Public Works, a study of the accommodation needs of the four museums 
and, in early 1981, presented to Cabinet a number of proposals for solving 
accommodation problems. 


11.23 In 1979 and 1980, the National Museums of Canada ordered and carried 
out a number of studies on various aspects of human resource management. 
Following those studies, the Museums began a complete reorganization of the 
Personnel Administration Branch. It is expected that this Branch will soon be able 
to help managers gain the knowledge and skills required to improve their 
management of human resources. 
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11.24 Since our 1977 Financial Management and Control Study, financial 
management in the National Museums of Canada has improved. However, we 
found there were still some major shortcomings with regard to control of revenues 
and assets. 


11.25 In general, the internal audit function of the National Museums of 
Canada met criteria established by our Office and conformed to the internal 
financial audit standards developed by the Office of the Comptroller General. 
However, there were still some improvements required, particularly regarding 
adherence to plans and the follow-up of audit findings and recommendations. 


Observations and Recommendations 
Roles and Duties 


11.26 As mentioned previously, the Governor in Council appoints the 
Secretary-General and the museum directors, under the National Museums Act. 
The Act describes their general responsibilities, but it is up to the Board of 
Trustees to specify their duties, and these are found in the Corporation's by-laws. 


11.27 Section 7 of the National Museums Act stipulates that, "subject to the 
by-laws of the Corporation, a director of a museum has, on behalf of the Board, 
the direction of the activities of the museum for which he is appointed director". 
Section 8 provides that, "subject to the by-laws of the Corporation, the Secretary- 
General has, on behalf of the Board, the direction and management of the business 
of the Corporation in all matters that are not by this Act or by the by-laws 
specifically reserved to the Board, a committee of the Board or a director of a 
museum". A commonly held view in the Corporation is that these sections confer 
absolute authority on the four directors for the operations of their museums and 
residual authority on the Secretary-General, with all five people on an equal 
footing before the Board. 


11.28 Under authority of section 13, the Board of Trustees passed a by-law 
to define the duties of directors and the Secretary-General. The by-law makes 
the Secretary-General both the representative of the Board between meetings and 
the chief executive officer of the Corporation for the purposes of the Financial 
Administration Act, the Public Service Employment Act and the Official 
Languages Act. This implies authority over the museums and their directors. 


11.29 It is not possible to define roles and relationships or to establish 
accountability among these positions and between them and the Board of Trustees 
on the basis of the National Museums Act and the Corporation's by-laws. The 
Board is, therefore, frequently called on to serve as arbitrator, particularly where 
there are policy conflicts between Central Services and other components of the 
organization. 
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11.30 Security of collections provides an example of this problem. The 
Secretary-General is responsible for establishing and providing security services 
to museums; museum directors are responsible for safeguarding their collections. 
Any misunderstanding regarding security must be brought before the Board of 
Trustees, as no single manager has full and indisputable authority in this area. 
The same holds true for almost all areas of management. 


11.31 Consequently, there have been undue delays in implementing appro- 
priate planning, co-ordination and management control mechanisms. Since the 
Board of Trustees holds a regular meeting only once every three months, it finds 
itself faced with excessive additional work. It is evident, therefore, that the sole 
authority in policy and co-ordination matters -- that is, the Board of Trustees at 
its plenary meeting -- can act only sporadically. 


11.32 The Board has set up five advisory committees, one for each museum 
and one for National Programs. The committees, made up of "members of the 
Board and other persons", provide advice on all matters that the directors present. 
The National Gallery advisory committee also has decision-making powers 
regarding acquisitions. 


11.33 Since 1970, successive Boards of Trustees have commissioned reorga- 
nization studies and have had repeated discussions on the redefinition of the roles 
of the Board, its Chairman, advisory committees, the Secretary-General and 
museum directors. No action had been taken on these matters at the time of our 
audit. 


11.34 The Board of Trustees should review the organization studies already 
carried out, draw appropriate conclusions from them and recommend, to the 
minister responsible for the National Museums of Canada, an appropriate clarifi- 
cation of the roles, duties, authority and responsibilities within the Corporation. 


Policies and Planning 


11.35 Policies. A set of policies issued by the Board of Trustees would make 
it possible for the components of the organization to act with some degree of 
consistency, especially where managers’ roles and duties have not been clearly 
defined. However, the policies in effect at the time of our audit did not cover ail 
the Corporation's major activity sectors, such as research, public programs and 
publications. The Board of Trustees had not established any mechanisms to ensure 
that the policies it approves are consolidated in a manual, communicated to 
managers, and implemented. Therefore, the direction of the Corporation's 
activities was unclear because it was not guided by a set of policies from the 
Board of Trustees, resulting in a lack of consistency and a lack of assurance that 
the wishes of the Board were being carried out. 
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11.36 The Board of Trustees should ensure that its policies cover all major 
activity sectors, that they are consolidated in a manual and communicated to all 
managers, and are monitored and evaluated to assess compliance and continuing 
appropriateness. 


11.37 Planning. Three major steps toward better planning have recently 
been taken within the Corporation. The first of these measures was the 
establishment in 1977 by the National Museums of Canada management of the 
Planning Secretariat, which was replaced by the Policy, Planning and Evaluation 
Group (PPEG) in 1979, reporting directly to the Secretary-General. It reviewed, 
in particular, the activities performed by National Programs, also responsible to 
the Secretary-General. The Group was also responsible for co-ordinating the 
preparation of a statement of intent and a multi-year operational plan, in addition 
to its program evaluation activities, which will be discussed in the next section. 


11.38 In December 1980, the Board of Trustees took a second step toward 
better planning by adopting the draft statement of intent entitled "A National 
Museum Policy for the Eighties". The document restated general objectives and 
established the following priorities: improvement of buildings; clarification of 
government-museums relations; modification of organizational structures; 
increase of resources; restructuring of the Museum Assistance Program; manage- 
ment of collections; conservation; research; and improvement of public programs. 


11.39 None of the planning documents available at the time of our audit 
contained an analysis of the alternatives that could be taken to reach the 
proposed objectives. There was no explicit plan of action, and only by examining 
the budget could we conclude that the plan of action consisted of continuing 
activities under way since 1972. No clear links could be established between the 
budget and priorities, or between priorities and objectives. 


11.40 The third main element of comprehensive planning was the modifica- 
tion of the budgeting system, in accordance with Treasury Board directives, and 
the preparation of the first multi-year operational plan, for the 1982-83 fiscal 
year, based on this new system. The operational plan contains a breakdown of 
resources for each component by museum function, which meets the need for 
management information. 


11.41 The new format for presenting the Estimates could be the first step 
toward the development of a performance information system for the National 
Museums of Canada. However, the operating plan included only a sketchy account 
of the Corporation's plans for use of the resources available to it. The indication 
of the nature, frequency or scope of the activities that would be initiated or 
continued during the fiscal year was not sufficient. 
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11.42 Moreover, the statement of objectives in the operating plan was not 
specific enough to be used for performance measurement. For example, the 
objectives, "to promote high professional standards in all fine arts museum 
activities" and "to classify, conserve, develop and maintain museum collections" 
were not sufficiently precise to be used for this purpose. Further, the plan did not 
show how the objectives were linked with the statement of intent. 


11.43 In an attempt to evaluate the performance of the components of the 
Corporation, the Policy, Planning and Evaluation Group had begun to develop 
performance indicators in co-operation with the museum directors. However, 
because objectives were not sufficiently precise and measurable and the planning 
and control systems did not make provision for a comparison of resource 
utilization and results with the plans, performance evaluation was not possible and 
the Corporation's activities could not be effectively controlled. 


11.44 The National Museums of Canada should complete its planning and 
control work by: 


= developing a strategic plan including clear, precise objectives, a 
critical review of possible action plans, a description of the 
approved plan of action, and an illustration of the links between 
the plan of action, priorities and objectives; 


= including further details in its operational plans to show the 
activities that will be initiated or continued during the year and 
the links between resource allocation and the approved action 
plan; and 


= defining appropriate performance indicators. 


Program Effectiveness Evaluation 


11.45 Program evaluation is one of the main responsibilities of the Policy, 
Planning and Evaluation Group referred to in the previous section. The Group 
carried out a series of evaluation studies dealing primarily with National 
Programs and developed an evaluation policy and plan for the period 1981-1985. 
An annual evaluation plan was also drawn up for the first fiscal year in that 
period. 


11.46 Because of their nature, many activities of the National Museums of 
Canada do not lend themselves to short-term effectiveness evaluation. This 
applies particularly to objectives relating to collection, conservation and 
research. Nonetheless, some other museum functions are relatively easy to 
evaluate, and proven techniques exist to do so. Such is the case, for example, in 
the area of public programs -- exhibitions, presentations and publications. We 
found, however, that the activities of the four national museums in these areas 
had not been evaluated because the Policy, Planning and Evaluation Group had 
focused its attention on National Programs. 
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11.47 In general, the studies conducted by the Group assessed whether 
operational objectives had been achieved but did not, for the most part, measure 
the effects of the programs. 


11.48 The National Museums of Canada should carry out a systematic 
evaluation of its activities in relation to its objectives. 


Museum Functions 


11.49 In this section, we discuss the management of the museum functions of 
collection, research and dissemination of knowledge. Our review of the conserva- 
tion function was combined with that of collection. 


11.50 Collection. The Board of Trustees recently approved a comprehensive 
collection policy which includes an acquisition plan for each museum and covers 
almost every area of interest. The plan did not specify the respective roles and 
priorities of each museum, with the result that it was not possible to identify 
their common areas of interest or to assign specific areas of activity to each one 
to minimize duplication and underutilization of the collections. Without such a 
plan, each case of overlapping responsibilities must be considered separately. The 
case of contemporary native art, for example, required specific agreement 
between the National Museum of Man and the National Gallery. Many other cases 
remain unsettled for want of specific agreement between the museums concerned. 


11.51 In accordance with the new policy, the national museums have started 
to develop procedures for acquiring, documenting, insuring, handling, maintaining, 
storing and safeguarding their collections. 


il es The acquisition process recommended in the collection policy related 
only to methods of acquisition. It did not require that each acquisition be made in 
accordance with a predetermined plan and did not take into account the potential 
use of the objects or the museums! capacity to conserve them and to restore them 
if necessary. Further, the acquisition process did not require that even basic 
documentation be prepared before the decision was made to acquire a particular 
item. This documentation should include at least a description of the object, its 
history and the rationale for its acquisition. 


11.53 Although the policy was specific with regard to procedures and 
criteria, it did not clearly identify who was responsible for its implementation and 
did not provide for any control mechanisms. The imprecise definition of roles and 
responsibilities and overlapping of authority will undoubtedly increase the diffi- 
culty of exercising necessary controls. 
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11.54 Documentation on collections includes the inventory records and the 
most recent information available about the objects, their location and their 
condition. The catalogue of the collections in the national museums was 
incomplete. At the National Gallery of Canada, the catalogue of the photo- 
graphic collection was not complete, and the number of items making up the 
collection could only be approximated. The same was true in the National 
Museum of Science and Technology and the National Museum of Man, where many 
objects had not yet been inventoried. We did not review this aspect of the 
collection function at the National Museum of Natural Sciences. Information in 
the collection records was not standardized in any of the museums and was 
insufficient everywhere except at the National Gallery of Canada. 


11.55 Establishing priorities for acquisition and co-ordinating purchases thus 
become difficult. Unrecorded items may be lost; if this happens the collection 
may lose its significance and value. Finally, storage conditions and capacities are 
almost impossible to assess. 


11.56 Collections were not examined regularly to assess their condition and, 
if necessary, take appropriate measures. Annual or cyclical inventory checks 
were not conducted. Inspections, made at random, were not always reported. 
This situation increased the likelihood of loss. 


11.57 Because of insufficient documentation, the national museums were not 
fully aware of the size, value and condition of their collections. It was therefore 
difficult to make informed decisions on purchases, acceptance of gifts and 
disposal of objects. This state of uncertainty encouraged the tendency to acquire 
as much as possible and to dispose of as little as possible, which increased costs 
for storage and security. 


11.58 In summary, the national museums had not rationalized their main 
activity -- the management of objects under their care. They had an incomplete 
knowledge of their current collections and had not taken the measures necessary 
to fill the gaps in their knowledge or to plan the development of the collections 
and protect them from loss and deterioration. 


11.59 The National Museums of Canada should improve its acquisition 
process and specify its collection priorities. It should complete its inventory and 
conduct regular inspections of its collections. 


11.60 Because of the large number of objects in Canadian museums! collec- 
tions and the importance of knowing their history, storage location and condition 
and the environment required for their conservation, the National Museums of 
Canada concluded that a computer-based inventory could prove to be a suitable 
collection management tool. 
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11.61 Since its establishment in 1972, the National Inventory program has 
concentrated on developing a complete inventory of works of art and cultural 
objects in all of Canada's museums, which would be accessible to researchers, 
museum managers and the general public. 


11.62 At the end of the fiscal year 1980-81, the cumulative operating 
expenses since 1972 for the National Inventory program amounted to $7.5 million, 
according to National Museums of Canada estimates. This did not include 
contributions to Canadian museums of $4.3 million through the Registration 
Assistance program and $1.2 million of services rendered through the Youth 
Employment program. 


11.63 Although the National Inventory program had been in operation for 
eight years, management could not provide precise figures on the number of 
potential client museums, the number of objects or groups of objects to be 
inventoried or the size of the data base required. Although the program 
documentation refers to 1,300 Canadian museums, this number has never been 
confirmed. Available documentation provides estimates of 25 million and 40 
million objects to be inventoried but, since many of the objects may be grouped 
together, it is virtually impossible, at the present time, to estimate the size of 
the data base that must be created and maintained. Program managers could not 
make reliable estimates of the number of transactions that establishing and 
maintaining the data base and retrieving information from it would entail. 


11.64 Since these figures were not available, management could not give a 
schedule for completion of the project or an estimate of the costs of implemen- 
tation. It was, therefore, impossible to estimate how far the work had progressed, 
although management suggested a figure of five per cent completion in March 
1980. 


11.65 The collections of 150 Canadian museums were already completely or 
partially inventoried. The National Inventory program had not accepted any new 
clients for the past three years. It was not able to complete the inventories it had 
begun and was experiencing major delays in updating the data already in the 
system. 


11.66 This situation was attributable to the fact that the scope of the 
program has never been defined. National Museums has recognized this and, at 
the beginning of 1981, decided to postpone temporarily all decisions pertaining to 
the data processing activities of the National Inventory program. 


11.67 During our audit, we were informed that management was considering 
a project to change data processing methods and equipment. The Board of 
Trustees agreed to the project at its June 1981 meeting. The project deals mainly 
with changing the computer and the software; this would greatly increase the 
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system's capabilities but would not, by itself, make it possible to foresee the 
completion of the National Inventory. 


11.68 Although many studies of this program have been undertaken in the 
past few years, their scope has not been broad enough. We believe, therefore, 
that, before making a major investment in new data processing methods and 
equipment, the National Museums of Canada should undertake a comprehensive 
feasibility study of the whole National Inventory program. This study should 
include identifying the program's scope and extent and available alternatives, 
analysis of costs and benefits, a proposal for the preferred option, and a complete 
implementation plan. 


11.69 The National Museums of Canada should determine the needs to which 
the National Inventory program should be capable of responding and conduct a 
feasibility study to ensure that an informed decision is made regarding the most 
appropriate method of achieving the program's objectives. 


11.70 Research. The National Museums of Canada had little information 
about the human and financial resources devoted to its research activities. 
However, estimates show that research accounted for 31 and 25 per cent 
respectively of the budgets of the National Museum of Man and the National 
Museum of Natural Sciences and approximately 23 per cent of the budget of the 
Canadian Conservation Institute. 


11.71 To ensure that research efforts are properly co-ordinated and directed 
toward the most appropriate goals, there is a need for priorities to be established 
in a comprehensive research plan. This would reduce the risk that research would 
be oriented solely toward the interests of a particular scientist or curator in a 
given field rather than toward specific objectives. We found that no such plan 
existed for the Corporation as a whole or for any of the components that carry 
out research. 


11.72 The National Museums of Canada should determine the areas in which 
research efforts should be concentrated to attain specific objectives; these 
objectives should be included ina comprehensive research plan. 


11.73 In addition to the need for a comprehensive plan and operational plans 
for research, due regard for economy and efficiency in research projects requires 
the following steps: the development of project proposals; project selection; 
detailed planning; final approval; implementation; and input of project data in the 
management information system for control and evaluation purposes. 


11.74 Each of these steps must be carefully controlled according to 
directives which specify management goals and expectations for researchers. 
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Furthermore, the research process must be documented. However, we did not 
find any documented evidence that these steps had been followed. For example, 
we did not find any files for major research projects containing authorizations, 
descriptions of projects, project objectives and methodology, estimates of the 
resources required or schedules. 


11.75 It is easier to control the progress of projects when this type of basic 
information is incorporated in a management information system, allowing 
achievements to be compared with original plans, variances to be analysed, and 
corrective measures to be taken as required. Such a system did not exist, and 
control, which varied from one museum to the next, and sometimes even from one 
division to the next in the same museum, was exercised informally. 


11.76 The National Museums of Canada should develop and implement an 
appropriate management process for research projects. 


Li.77 Dissemination of knowledge. Exhibitions. Permanent and temporary 
exhibitions presented by the National Museums of Canada may be completely or 
partially prepared by the museums or rented or borrowed from other museums in 
Canada or abroad. The choice of an exhibition from all the possible alternatives 
requires that a museum's role and objectives be clearly stated, that its target 
audience be defined and that selection criteria be established for the extent and 
duration of the exhibition and the possibility of putting it on tour. There must be 
clear objectives for the exhibition itself, in line with those of the museum. A 
detailed activities plan and a budget of related costs must be prepared before an 
exhibition is selected. Without these elements, it is difficult, if not impossible, to 
allocate resources properly for exhibitions. 


11.78 Efforts have recently been directed toward choosing and organizing 
exhibitions and controlling their preparation at the National Gallery of Canada 
and the National Museum of Natural Sciences. We found no documentation at the 
National Museum of Science and Technology that would allow us to ascertain 
whether the conditions described in the preceding paragraph regarding exhibition 
choice and organization were being met. We did not examine this activity at the 
National Museum of Man. 


11.79 The changes under way will make it possible to improve the allocation 
of resources for exhibitions at the museums concerned but, in the absence of 
objectives for individual museums, specific aims for the exhibitions, or appro- 
priate evaluation mechanisms, selection of exhibitions can only be arbitrary. 


11.80 The four national museums should specify the operational objectives 
and implementation and control procedures for exhibitions and develop indicators 
for measuring the achievement of these objectives. 
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11.81 Publications and boutiques. To enable it to reach its objective of 
"disseminating knowledge", the National Museums of Canada is authorized by the 
Act to "arrange for the acquisition or publication and the sale to the public of 
books, pamphlets, replicas and other materials related to its purposes", Under 
this authority, the National Museums operates boutiques and carries on an 
extensive publishing program. At the end of 1980, approximately 1,200 publica- 
tions and 300 miscellaneous articles produced by or for the National Museums of 
Canada were available. However, there was no policy or overall planning for this 
activity. 


11.82 Planning for publications did not cover all the elements required for 
making decisions or controlling and evaluating the product, such as content, 
target audience, type of presentation desired (format, binding, illustrations and so 
on), estimated unit cost, sale price, press run and date of publication. 


11.83 We were informed that the basic specifications for a number of recent 
publications were modified during the production process with the result that the 
publications were very different from those planned at the outset. Because of a 
lack of planning, exhibition catalogues, for example, were frequently not available 
during much of the exhibition, at the time when public interest was at its peak. 
Other examples are more complicated. One book, originally intended for sale to 
young people at a price of $10 to $13, was finally published in a cloth-covered 
case-bound deluxe edition, containing a number of polychrome illustrations and 20 
per cent more pages than planned. It was priced at $30 because production costs 
had exceeded estimates by 28 per cent, even though the number of copies 
produced was 19 per cent fewer than planned. The target audience was not 
reached and most of the books ended up on shelves in the warehouse. In other 
instances, to reduce unit costs and justify a reasonable sale price, print runs were 
increased without considering the demand for the publication. In a number of 
cases, high additional costs and considerable delays were incurred because of 
unexpected changes in specifications, particularly for the quality or number of 
illustrations. 


11.84 In the absence of sufficiently detailed and officially approved plans, it 
was difficult to estimate the cost of variances between the original plan and the 
final product, to determine whether those variances had been officially approved 
and whether they had contributed to the attainment of the objectives pursued. 


11.85 Costs of publication were distributed among the budgets of a number 
of responsibility centres and one special account; this situation did not facilitate 
realistic cost analysis or sound management. The practice of lumping together in 
a single special account part of the expenditures and total receipts for the 
publications of three museums and the four museum boutiques made it impossible 
to get a clear picture of these operations. 
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11.86 Our audit showed that the receipts of $401,000 from the sale of 
publications in the 1980-81 fiscal year covered only about 17 per cent of those 
production costs that could be readily identified in the accounts and the operating 
costs of the responsibility centres whose main activities are publishing and 
distribution of publications. We could find no clear policy regarding cost recovery 
for publications. 


11.87 In our analysis, we could not take into account a number of cost 
elements, the largest of which was writing by in-house authors, for whom there 
were no time records. Our estimate of expenditures also excluded the cost of 
managing the publishing activity, which occupied a significant task group for the 
entire year, and rent, photocopying, pension funds and other general expenses. 


11.88 The National Museums of Canada should develop and implement a 
Corporation-wide policy for the production and sale of publications. The policy 
should specify a planning process that would allow informed decisions to be made, 
control mechanisms that include a calculation of total costs and clear standards 
for subsidizing publications. 


11.89 Each museum has a boutique where books, souvenirs and other items 
are sold to visitors. Most of these goods are acquired from commercial 
enterprises. Some National Museums of Canada publications are also sold, but 
these sales account for only a small proportion of the boutiques' receipts. 


11.90 Expenditures for the boutiques, like those for publications, were 
divided among the special account and operating budgets. The cost of goods sold 
was entered in the special account; salaries of employees and some other 
expenditures directly incurred in operating the boutiques were included in 
operating budgets. Rent, administrative expenditures and general expenses were 
not broken down in the accounts, and we were, therefore, unable to determine 
their amounts. The boutique-related expenditures that we identified in the 
special account and operating budgets of the National Museums of Canada 
totalled $738,000 for the 1980-81 fiscal year. Over the same period, the proceeds 
from sales in boutiques were $602,000. 


11.91 We could not find any policy or directives governing boutique opera- 
tion and indicating profit or subsidization objectives. 


Li-92 The National Museums of Canada should develop and implement a 
policy for boutique operation and production and sale of souvenirs. The policy 
should specify control mechanisms that include a calculation of total costs and set 
specific profit or subsidization objectives for boutiques. 
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Security and Protection of Collections 


bi93 The National Museums of Canada collections include many rare and 
irreplaceable objects which bear witness to our cultural, historical, scientific and 
natural heritage. The museums are entrusted with preserving and studying these 
objects and making them known to the public. In this light, protecting collections 
from loss and deterioration is a common concern of museum scientists and 
security staff. 


11.94 The Security Services Branch provides security advice, resources and 
services to the four museums, the National Programs Branch and Central 
Services. The security policy of the National Museums of Canada, which was 
approved in December 1979, had still not been communicated to staff at the time 
of our audit. It establishes three priorities for protection: people, collections and 
buildings. In its 1980-81 budget, approximately $10 million and 200 person-years 
were budgeted for security services. In the Estimates, security expenditures and 
person-years are distributed among the budgets of the six components of the 
National Museums of Canada. 


11.95 The management of security functions, services and activities 
appeared to be satisfactory. However, our audit revealed two sources of 
weakness in protection measures: the overlapping responsibilities at the manage- 
ment level, as noted previously; and the inadequacy of buildings housing the 
collections, as described below, which is beyond the control of the National 
Museums. Security measures, which are based on general criteria agreed to by all 
parties, were not implemented in a uniform manner in all components of the 
Corporation. 


11.96 Preservation and protection of collections are made more difficult 
because work, display and Storage facilities are of poor quality and are dispersed 
throughout a large number of locations. The buildings are unsuitable for some 
methods of fire, theft and vandalism prevention or detection and are impossible to 
maintain at the constant temperature and humidity required to preserve certain 
objects. According to the Department of National Health and Welfare and the 
Department of Labour, a number of the premises are very unsafe for staff and the 
collections because of the presence of the large quantities of toxic and inflam- 
mable substances required for Preservation, research and restoration. A single 
accident could result in the loss of almost all the collection in a particular 
discipline. Although dispersal of the collection may limit damage in the event of 
an accident, it increases the risk of theft and vandalism, adds to surveillance 
costs and slows down security services in emergencies. 


11.97 The National Museums of Canada is aware of this problem and has 


already presented to Cabinet a number of Proposals for solving accommodation 
problems. 
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Payroll Costs Management 


11.98 In 1979 and 1980, the National Museums of Canada commissioned a 
number of studies on various aspects of human resource management. Following 
these studies, it began a complete reorganization of its Personnel Administration 
Branch. 


11.99 At the time of our audit, there was no system for human resource 
planning, and training needs were not identified on a systematic basis. Human 
resource information was incomplete and out of date. The reorganization was, 
however, addressing these problems. 


11.100 Systems for management information and human resource planning, 
appraisal and training were being developed. A procedure manual had been 
prepared and was scheduled for approval and distribution in the near future. When 
these systems are in place, the Personnel Services Branch will be in a position to 
assist responsibility centre managers to define their respective roles in human 
resource management. 


Financial Management 


11.101 Management of the financial function is provided by a central finan- 
Cial service reporting to the Assistant Secretary-General, Corporate Management. 
As well, each museum director and the Assistant Secretary-General, National 
Programs have financial officers to advise and assist them. 


11.102 Financial management in the National Museums of Canada _ has 
improved since our 1977 Financial Management and Control Study. These 
improvements were noted in the IMPAC survey conducted by the Office of the 
Comptroller General in 1980. They were mainly in the organization and 
management of the financial function, control of budgets, and the accounting and 
expenditure control systems. 


11.103 Receipts and accounts receivable. Forecasting, control and account- 
ing for receipts and collection of accounts were inadequate. By special 
authorization of Parliament, the National Museums of Canada retains most of its 
revenue and uses it to finance its publication program and to replenish stock in 
the boutiques. Since a number of publications must come out on specific dates, it 
is essential to make accurate forecasts of cash flows to avoid overcommitment. 


11.104 We found that the National Museums of Canada did not have an 
appropriate system for managing its accounts receivable. There were no written 
procedures for approving or processing orders or making shipments to clients. 
During the past fiscal year, no statements of account were sent to purchasers, and 
by the end of the year, accounts receivable totalled $255,000, an increase of 
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$81,000 over the previous year. A similar situation existed with respect to 
accounts receivable from joint publishing contracts under which books are 
designed, written and prepared by the National Museums of Canada and are 
published and distributed by private publishers. These accounts were not followed 
up systematically, and there was no method for verifying whether royalties paid 
by co-publishers and distributors were those specified in the contracts. 


11.105 The National Museums of Canada should establish appropriate mecha- 
nisms for forecasting cash flows and collecting accounts receivable. 


11.106 Control of assets. In our 1977 Financial Management and Control 
Study, we pointed out that for the most part there was no procedure for the 
control of fixed assets in the National Museums of Canada. Since that time, 
measures taken to remedy the situation have been irregular and unco-ordinated 
and, on the whole, control of fixed assets was still inadequate. 


11.107 There were major shortcomings in financial and physical control 
systems for inventories of publications and boutique stocks. On 31 March 1981, 
the inventories were worth $1.8 million and $360,000 respectively. 


11.108 Books on consignment to Canadian and international distributors were 
included in warehouse inventories, which rade it difficult to reconcile inventory 
records with annual stock-taking. Reconciliation was further complicated by 
major delays in recording returns from retailers. 


11.109 Contrary to common practice in the book industry, there was no policy 
or procedure in the National Museums of Canada for writing off or revaluing 
publications that were damaged or outdated or that could not be sold for other 
reasons. Establishing the value of inventories posed a number of problems: some 
publications were more than 50 years old and should have been revalued or written 
off. In some cases, the suggested retail price or the sale price to retailers was 
less than the production cost; in other cases, production costs were unknown. 


11.110 As there was no permanent inventory for boutique stock, financial and 
physical control of inventories was impossible. 


11.111 The National Museums of Canada should improve the physical and 
financial control of inventories of all publications produced by the National 
Museums of Canada and of boutique stock; inventories should be revalued each 
year and changes reflected in the Corporation's financial statements and manage- 
ment reports. 
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Internal Audit 


11.112 Since April 1981, the Internal Audit Branch has reported to the 
Secretary-General. Until recently, the Branch's only employee was the Director; 
he is now assisted by an auditor. 


11.113 During the 1980-81 fiscal year, Branch expenditures were approxi- 
mately $203,000. The cost of audits performed under contract by various 
consultants accounted for 61 per cent of expenditures. In general, the internal 
audit function met the criteria established by our Office and conformed to the 
internal financial audit standards developed by the Office of the Comptroller 
General. These include defining responsibilities clearly, planning audits on an 
annual and three-yearly basis, bringing internal audit policy to the attention of all 
managers, and so on. However, we noted that during the first two years of the 
three-year plan the work schedule was not followed, and a large number of audits 
had to be postponed. 


11.114 The Internal Audit Branch has not conducted systematic follow-up 
studies on the implementation of the recommendations made as a result of 
internal audits completed since March 1976. Although the Administrative Manual 
of the National Museums of Canada requires managers to submit their comments 
on the recommendations within 30 days, considerable delays were identified in the 
majority of cases. 


11.115 The Internal Audit Branch should follow up and report on the correc- 
tive actions taken in accordance with internal audit recommendations. 


Information for Parliament 


11.116 The Office of the Comptroller General is carrying out a revision of the 
form and content of the Estimates and Public Accounts. When the sections of 
these documents relating to the National Museums of Canada are reviewed, the 
following observations should be given consideration. 


11.117 The information contained in the Estimates and the Public Accounts 
describes the main objects of expenditure but is not descriptive of the operations 
of the National Museums of Canada. We noted that the definition of activities 
was based on the Corporation's organizational structure, which is useful for 
identifying the relationship between the amounts allocated and spending authori- 
ties. However, from the point of view of accountability, it would be more 
informative to define activities in relation to basic museum functions. This type 
of definition would highlight the museums' goals and the activities to which funds 
are allocated. As mentioned above, the Corporation has initiated a preliminary 
multi-year operational plan for the 1982-83 fiscal year in which activities are 
defined according to museum functions. We support this initiative. 
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Summary of Recommendations and Management's Comments 


We were informed by the National Museums of Canada that responses 
to our recommendations would not be available until after the Board of Trustees 
had met to consider the audit report. Responses were therefore not available at 
the time the annual Report went to press. 


Recommendations Management's Comments 
Roles and Duties 


11.34 The Board of Trustees should 
review the organization 
studies already carried out, 
draw appropriate conclusions 
from them and recommend, to 
the minister responsible for 
the National Museums of 
Canada, an appropriate clari- 
fication of the roles, duties, 
authority and responsibilities 
within the Corporation. 


Policies and Planning 


11.36 The Board of Trustees should 
ensure that its policies cover 
all major activity sectors, that 
they are consolidated in a 
manual and communicated to 
all managers, and are mon- 
itored and evaluated to assess 
compliance and _ continuing 
appropriateness. 


11.44 The National Museums of 
Canada should complete its 
planning and control work by: 


- developing a strategic plan 
including clear, precise 
objectives, a critical 
review of possible action 
plans, a description of the 
approved plan of action, 
and an illustration of the 
links between the plan of 
action, priorities and 
objectives; 
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Recommendations 


- including further details in 
its operational plans to 
show the activities that 
will be initiated or con- 
tinued during the year and 
the links between resource 
allocation and the 
approved action plan; and 


- defining appropriate per- 
formance indicators. 


Program Effectiveness Evaluation 


11.48 


The National Museums. of 
Canada should carry out a sys- 
tematic evaluation of its 
activities in relation to its 
objectives. 


Museum Functions 


11.59 


11.69 


11.72 


The National Museums of 
Canada should improve its 
acquisition process and specify 
its collection priorities. It 
should complete its inventory 
and conduct regular inspec- 
tions of its collections. 


The National Museums of 
Canada should determine the 
needs to which the National 
Inventory program should be 
capable of responding and con- 
duct a feasibility study to 
ensure that an informed deci- 
sion is made regarding the 
most appropriate method of 
achieving the program's objec- 
tives. 


The National Museums. of 
Canada should determine the 
areas in which research ef- 
forts should be concentrated 
to attain specific objectives; 
these objectives should be 
included in a comprehensive 
research plan. 
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Recommendations Management's Comments 


11.76 The National Museums of 
Canada should develop and im- 
plement an appropriate man- 
agement process for research 
projects. 


11.80 The four national museums 
should specify the operational 
objectives and implementation 
and control procedures for ex- 
hibitions and develop indica- 
tors for measuring the 
achievement of these objec- 
tives. 


11.88 The National Museums of 
Canada should develop and im- 
plement a Corporation-wide 
policy for the production and 
sale of publications. The poli- 
cy should specify a planning 
process that would allow 
informed decisions to be 
made, control mechanisms 
that include a calculation of 
total costs and clear standards 
for subsidizing publications. 


11.92. The National Museums of 
Canada should develop and im- 
plement a policy for boutique 
operation and production and 
sale of souvenirs. The policy 
should specify control mecha- 
nisms that include a calcula- 
tion of total costs and set 
specific profit or subsidization 
objectives for boutiques. 


Financial Management 


11.105 The National Museums of 
Canada should establish appro- 
priate mechanisms for fore- 
casting cash flows and collect- 
ing accounts receivable. 
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Recommendations Management's Comments 


11.111 The National Museums of 
Canada should improve the 
physical and financial control 
of inventories of all publica- 
tions produced by the National 
Museums of Canada and of 
boutique stock; inventories 
should be revalued each year 
and changes reflected in the 
Corporation's financial state- 
ments and management re- 
ports. 


Internal Audit 


11.115 The Internal Audit Branch 
should follow up and report on 
the corrective actions taken in 
accordance with internal audit 
recommendations. 
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12 
NATIONAL RESEARCH COUNCIL OF CANADA 


Introduction 


12.1 The National Research Council of Canada (NRC) is governed by the 
National Research Council Act (R.S.C. 1970, c.N-14). NRC is a departmental 
Crown corporation and reports to Parliament through a designated Minister, 
currently the Minister of State for Science and Technology. 


12.2 NRC has two operational programs: the Scientific and Industrial 
Research Program (Research Program) and the Scientific and Technical Informa- 
tion Program (Information Program). 


Objectives 


12.3 The objective of the Scientific and Industrial Research Program, as 
stated in the 1980-81 Estimates, is "to provide a national foundation upon which 
to build for the creation, application and use of knowledge derived from the 
natural sciences and engineering." The Research Program has four sub-objectives: 


- To promote, assist and perform research for the creation of new 
knowledge derived from the natural sciences and engineering. 


- To apply knowledge derived from the natural sciences and 
engineering to the solution of problems of national concern. 


~ The application and use of engineering and the natural sciences 
to assist industry in Canada with the development of new and 
improved processes, methods, products, systems, techniques and 
services. 


- To develop and maintain standards and criteria based on the 
natural sciences and engineering. 


12.4 The objective of the Scientific and Technical Information Program, as 
stated in the Estimates, is "to facilitate the use of scientific and technical infor- 
mation by the government and people of Canada." This objective is supported by 


three sub-objectives: 


- To provide and maintain services associated with scientific and 
technical information to meet the needs of the government and 
people of Canada. 


- To conduct research into the need for and methods of accom- 
plishing the transfer of scientific and technical information in 
response to user needs. 


303 


National Research Council of Canada 


- To participate in the overall! provision of library and information 
services for the government and people of Canada. 


Resources 


12.5 During 1980-81, Parliament allocated approximately $246 million and 
3,125 person-years to NRC. As indicated in Exhibit 12.1, most of the funds were 
devoted to the Research Program. Figures in the exhibit are drawn from both the 
Main and Supplementary Estimates. 


Organization 


12.6 To meet its program objectives as set out in the Estimates and to 
reflect its status as a Schedule B Crown corporation, NRC has two organizational 
dimensions. The first includes the organization of the programs for which NRC is 
accountable. The second is made up of a governing Council and a set of 
committees that provide policy guidance and overall! supervision and direction to 
NRC's programs. Exhibit 12.2 shows a summary organization chart of NRC. 


12.7 Programs. In its Research Program, NRC operates eight Ottawa- 
based laboratory divisions and three regional laboratories in addition to a number 
of national research and test facilities. Research staff is normally organized in 
divisions based on scientific discipline or by area of application. For example, the 
Division of Chemistry and the Hertzberg Institute of Astrophysics are discipline 
divisions; building research is an area of application. Divisions are headed by 
Division Directors who delegate project management responsibilities to Section 
Heads within their Divisions. Division Directors report to the Senior Vice- 
President, Finance and Operations. The Divisions are arranged in three groups, 
and a Director in each group is designated as the Group Director for purposes of 
planning and co-ordination. 


12.8 As part of NRC's responsibilities for technology transfer and industrial 
assistance, the Program for Industry/Laboratory Projects (PILP), the Science and 
Engineering Student Program (SESP) and the Industrial Research Assistance 
Program (IRAP) are carried out under the direction of the Vice-President, 
Industry. 


12.9 NRC also operates three major interlaboratory programs, each 
directed by a Program Manager who manages research activities or projects that 
cut across disciplinary and application areas. NRC's energy program is an 
example of this kind of activity. Program Managers report to the Executive 
Director, Interlaboratory Programs. 
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Exhibit 12.1 


NATIONAL RESEARCH COUNCIL OF CANADA 


ALLOCATION OF 1980-81 FUNDS APPROPRIATED BY PARLIAMENT 


Intramural Extramural 


Research Program Research Program 


Basic research activities 


Research related to standards 


Applied research activities Contributions to national facilities 


Research and development contracted-out 


Program for Industry/Laboratory Projects 


NRC national facilities Industrial Research Assistance Program 


eapitab expendisures Capital expenditures 


Information Program 
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Exhibit 12.2 


NATIONAL RESEARCH COUNCIL OF CANADA 


SUMMARY ORGANIZATION CHART - 31 MARCH 1981 
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Laboratory 
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and Budgeting 
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Note: Heavy black lines indicate Management Committee 
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12.10 The Scientific and Technical Information Program was established in 
1974, and its Director reports to the Vice-President, External Relations. The 
Canada Institute for Scientific and Technical Information (CISTI) is the major 
activity of this program. CISTI is involved in collecting, storing and disseminating 
scientific and technical information to universities, industry and other users. 
Another activity of this program is the publication of the Canadian Journals of 
Research. 


12.11 The Council and Committees. The governing Council, composed of a 
President and up to 21 members, is appointed by Governor in Council. Council 
members are chosen from industry, universities and government departments and 
agencies. Members serve on a part-time basis. At 31 March 1981, the Council 
had 19 members, 10 from industry, 6 from universities and 3 from the public 
service. The President of NRC serves a term not to exceed five years; however, 
he is eligible for reappointment. The Council, chaired by the President, is 
responsible for general policy direction only. Day-to-day control is provided by 
management. 


12.12 The governing Council is assisted in its work by a number of 
Committees. Membership on three of the Committees is drawn from NRC's 
senior management and from representatives of various laboratories: 


- The Management Committee is NRC's senior management com- 
mittee, carrying out or arranging for strategic planning and 
setting priorities. 


- The Program Selection Committee is responsible for examining 
and selecting proposals for programs or projects requiring new 
resource commitments. The selected program or project then 
becomes part of NRC's operational plan and is included in 
resource requests to central agencies. 


- The Tactical Studies Committee provides a management and 
communication link between the laboratories and senior manage- 
ment regarding priorities and resource allocation. 


12.13 There are also several ad hoc, advisory and associate committees 
made up of experts in science and engineering from university, industry and 
government: 


- Ad Hoc Review Committees review and evaluate specific parts 
of NRC research and service activities. They are chaired by 
either current or former Council Members. 


- Advisory Committees advise on specific NRC research programs 


and projects and report either to Council or to particular division 
heads. 
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- Associate Committees are formed to address national needs and 
priorities, consider specific problems, provide a neutral forum 
where there is a shared federal/provincial interest or to act as a 
Canadian liaison for membership in international scientific 
organizations. 


Environment 


12.14 Several factors and relationships influence the operating environment 
of NRC. NRC is the only national agency in Canada devoted solely to scientific 
research and engineering. In addition to meeting the requirements of central 
agencies of government, NRC handles demands from other government depart- 
ments, provincial research organizations, industry and the university community. 


12.15 Historically, management of research and development activities has 
been characterized by a degree of informality and individual and group research 
autonomy. This is based on the concept that, in areas of pure and applied 
research, bureaucratic processes should not interfere with scientific creativity. 
Undue interference, some research organizations have maintained, can hamper 
the motivation and morale of staff, thus jeopardizing creative activity. 


12.16 As with other areas of high technology and science, knowledge, 
Creativity and skill are essential to progress at NRC. All research organizations 
must be capable of adapting to the availability of special technical resources, and 
often flexibility is limited by a lack of personnel with required research skills and 
expertise. In addition, the specialized nature of the human resources required 
means that it is important to plan carefully for future initiatives; the disciplinary 
skills of scientists and engineers are not easily transferred to other areas. 


74-3) \7/ Over 30 different disciplinary and application areas and laboratories 
operate within NRC. These range from theoretical and basic research in areas 
like spectroscopy to applied research concerning applications of standards in 
fields such as building research. Thus, the types of work vary considerably, with 
management needs in areas such as information and control varying as well. 
Further, research and development activities are often characterized by long time 
delays between the initial investment of resources and the achievement of 
expected returns. This time lag can be for months or decades, depending on the 
nature of the work and the resources devoted to it. Therefore, it is not possible 
to manage all research work in the same way. 


Audit Scope 
12.18 We concentrated our audit effort on the systems in place to manage 
the resources devoted to achieving NRC's objectives and the ways in which NRC 


accounted for the use of these resources both internally and to Parliament. We 
did not assess the technical or quality aspects of the research under way at NRC. 
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12.19 To determine whether NRC has demonstrated due regard for economy 
and efficiency in the acquisition and use of its resources and has satisfactory 
procedures in place to measure the effectiveness of its programs, we assessed the 
systems and processes for strategic planning, operational planning and project 
management, and review and evaluation. In addition, we examined relevant 
support functions including financial management, management of materiel and 
capital projects, and internal audit. 


12.20 Because the major initiatives of NRC are directed toward industrial 
support and development, most of our audit work was devoted to programs and 
projects related to this area. 


Summary of Audit Observations 


12.21 For almost 50 years, NRC has been deeply involved in pure and applied 
scientific research and engineering. It has made substantial contributions of 
knowledge to government, industry and universities in Canada and around the 
world. The Defence Research Board, Atomic Energy of Canada Ltd., the Medical 
Research Council, the Natural Sciences and Engineering Research Council and 
many others have grown out of NRC programs. NRC has fostered the develop- 
ment of numerous provincial research organizations through financial support 
and/or sharing of knowledge. 


Zee Our review of the Information Program and capital projects, which 
comprise approximately 19 per cent of the resources allocated to NRC, indicated 
that, in these areas, satisfactory systems and procedures were generally in place. 


12:23 Through its Ad Hoc Review Committee process, NRC has taken 
reasonable steps to determine the scientific quality and relevance to objectives of 
its research efforts. The focus of our audit in the research program was not on 
the quality of the research effort at NRC but rather on the management systems 
and procedures. 


12.24 Basic research. Our audit disclosed that NRC's management systems 
as applied to areas devoted exclusively to pure research, which makes up about 26 
per cent of NRC's expenditures, were generally adequate for ensuring that due 
regard was paid to economy and efficiency of operations. As well, in many cases, 
program effectiveness in these areas was being measured, based on peer review of 
individual research efforts. 


12.25 Applied research. NRC's role and the emphasis of its programs have 
shifted in recent years. Since 1974, NRC's Council has given priority to policies 
and programs for advancing and assisting industrial research and development in 
Canada. In 1979, NRC began a long-range planning exercise in which objectives 
were revised and themes or priority areas were identified. This plan, called The 
Urgent Investment, has received approval in principle from the Government. 
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12.26 Given this reorientation toward industrial development, we concluded 
that, even though NRC has been initiating a number of changes in its management 
systems, there were still several significant deficiencies in these systems as they 
relate to applied research, which accounts for approximately 37 per cent of NRC's 
resources. . 


12.27 First, long-range plans were not sufficiently specific in support of 
NRC's objectives to provide adequate guidance to its operational planning efforts 
so as to ensure that appropriate programs would be developed, projects selected, 
and achievement measured. 


12.28 Second, there was a lack of a formal planning process to link NRC's 
objectives and the actual laboratory programs and projects being carried out, 
except with respect to projects requiring new resources. In addition, the infor- 
mation and data from outside sources, such as industry, were generally inadequate 
for ensuring that research programs and projects, which have as their objectives 
assistance to industry, were likely the most effective. 


12.29 Third, the laboratory projects proposal, planning and approval proces- 
ses were not adequately documented, and there was a general lack of documented, 
systematic monitoring of continuing programs and projects. Those procedures in 
program planning, selection and approval that did exist were directed primarily 
toward initiatives requiring new or additional resources. 


12.30 Fourth, satisfactory procedures were not in place across NRC to 
measure the effectiveness of its applied research programs. 


12.31 Financial function. Staff of the Financial Services Branch were not 
appropriately involved in the financial aspects of program planning or in the 
development of information systems that had financial implications. In addition, 
there was a need to improve the financial information available to managers for 
planning, controlling and evaluating the activities for which they were responsi- 
ble, including revenue-earning operations. 


Observations and Recommendations 
Strategic Planning 


12.32 Strategic planning for research and development activities involves an 
assessment of long-term technological, industrial and economic trends and the 
possibility of scientific breakthrough. These trends, scientific and technological 
Possibilities and the availability of financial and human resources are taken into 
account by the research organization in establishing its objectives. Objectives 
must then be translated into operational terms so that management can select 
those programs and projects that are most likely to achieve its objectives. 
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12.33 Because a decision to embark on a new program or project can have 
important resource implications for years to come, an important point in the 
planning process is the selection of research programs or projects. It is essential 
that the selection of programs or projects is consistent with objectives and that 
expenditures are justified. This usually means that the process must be reason- 
ably formal, rigorous and comprehensive for large organizations such as NRC, 


12.34 We examined the strategic planning process at both the corporate and 
divisional levels of NRC. We looked at five aspects of strategic planning -- 
stating objectives, the planning process, technology transfer, identification of 
long-term trends, and identification of industry needs. 


12.35 Stating objectives. We found that NRC's objectives had not been 
translated into operational terms, and priorities had not been defined. For 
example, one of NRC's major objectives stated in the Estimates is "the applica- 
tion and use of engineering and the natural sciences to assist industry in Canada 
with the development of new and improved processes, methods, products, systems, 
techniques and services". Because of the limited research resources within NRC 
and given the broad spectrum of Canadian industry, we would expect to find a 
documented set of specific industrial priorities. Our premise is that the benefits 
to be derived from assisting Canadian industry vary with the choice of these 
priorities. 


12.36 Support for the need for such focusing can be found in the Electrical 
Engineering Division. The 1980 Ad Hoc Review Committee for one section of this 
Division commented that there was a need for stronger, central direction, that is, 
a unified policy and defined goals; program development was in response to 
specific requests and available expertise; objectives could have been made clearer 
and more specific. This was done in the Solar Energy Program, where a planning 
framework had been developed for use in project and program selection. 


12.37 If objectives are not adequately clarified, either through stating them 
more specifically or through a process of translating them into operational terms, 
relevant goals or targets cannot be set, and thus it is difficult to monitor research 
activities and evaluate programs and projects. Because NRC management had not 
defined its objectives in operational and specific terms, it could not hold research 
groups accountable for achieving objectives. This also made it more difficult for 
Parliament to hold NRC accountable for achieving objectives. 


12.38 NRC should translate its objectives into operational terms to guide its 
planning efforts and to provide for subsequent assessment of performance. 


12.39 Planning process. There was no mechanism for co-ordinating and 
reviewing strategic planning efforts across Divisions, except for initiatives 
requiring new or additional resources, There were few procedures to assist 


361 


National Research Council of Canada 


Divisions to improve their planning processes and methodologies, to undertake 
broad strategic studies on behalf of NRC, or to monitor progress against the long- 
range plan and inform senior management of progress. 


12.40 NRC should ensure that procedures are put in place to co-ordinate 
strategic planning efforts and to assist Divisions to improve methodology for 
planning. 


12.41 Technology transfer. Although NRC had a number of mechanisms for 
transferring technology to industry, such as direct negotiation with industry by 
laboratories, internal or external contacts, joint research and the Program for 
Industry/Laboratory Projects, we found no comprehensive, documented approach 
for achieving this technology transfer objective. 


12.42 Several of NRC's Ad Hoc Review Committees found that attempts at 
technology transfer had been poorly co-ordinated and based on misconceptions 
concerning how such transfers should be achieved. Committee reports cited 
instances where companies had been selected as recipients for this type of 
transfer, even though the companies were not commercially viable and therefore 
were not likely to be able to use the technology. 


12.43 NRC should develop a comprehensive approach for technology transfer 
as part of the strategic planning process. 


12.44 Identification of long-term trends. We observed that there were 
deficiencies in the amount, quality and completeness of information gathered 
from both inside and outside NRC to be used as input to the strategic planning 
process. 


12.45 It would be reasonable to expect that, as part of the strategic planning 
process, a formal assessment of the external environment would be done. This 
assessment would include long-term technological and scientific trends, changes 
in the economic and political environment, and the long-range prospects and needs 
of industry. Although formal long-range needs assessment and market studies had 
been completed in some Divisions, others based their long-term plans on informal, 
internal discussions. There was in general, a lack of data supporting formal long- 
range analyses of future requirements for research and little attempt to assess 
long-term potential economic or social benefits of undertaking research programs. 
Research managers were generally aware of changing trends in technology; 
however, there was no one at NRC responsible for co-ordinating "external" 
information or for analysing and projecting trends that could have a significant 
effect on ongoing research efforts. 
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12.46 The implication of this situation is that planning could be based 
primarily on short-term considerations without proper recognition of long-term 
needs and trends. This, in turn, could mean that resources would not flow to those 
areas that would be of the greatest benefit to Canada. 


12.47 NRC should ensure that analyses of environmental trends and related 
research needs are conducted by each Division, as appropriate, or by NRC as a 
whole, and that the results of these analyses are integrated to provide a basis for 
developing its operating strategies. 


12.48 Identification of industry needs. A specific major problem area is the 
identification of industry needs. The Industrial Materials Research Institute in 
Montreal has undertaken a number of technical-economic studies for materials 
research. The Laser Chemistry Group and the Solar Energy and Computer 
Technology Research Programs have initiated long-range needs assessment 
studies. Generally, however, NRC had no formal procedures for assessing long- 
range industrial research support requirements. 


12.49 Many Divisions informed us that they kept in touch with research 
requirements in industry through informal contacts, seminars, publications, and by 
visits to industrial research laboratories. While this is a necessary part of 
maintaining an awareness of industrial needs and technological trends, there is 
also a need for a systematic assessment of industrial research support require- 
ments. The lack of such an assessment meant that little guidance had been 
provided to managers who are responsible for establishing criteria for selecting 
projects to assist industry at the laboratory level. 


12.50 Nine out of 17 Ad Hoc Reviews indicated that the assessment of long- 
term industrial needs for research was inadequate. This weakness should be a 
matter of major concern to NRC, since one of the critical elements of a strategic 
planning process is the identification of long-range client or market needs. There 
must be a means of ensuring that this takes place and is subject to continuing 
review and re-assessment. Without such a process to assess client needs, there is 
a risk that substantial sums of money could be spent with insufficient justification 
in terms of industrial support, economic benefit or prospects of transfer to 


industry. 


12-50 NRC's Divisions should undertake further analyses of the needs of 
industry for research support. 


Operational Planning and Project Management 


12.52 An operational planning process in a research organization normally 
consists of selecting programs and projects and then preparing detailed plans for 
them. Each plan should describe specific objectives and targets and key budget 
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and resource requirements for the coming period. It is generally accepted that 
there should be flexibility to allow operational plans to reflect new discoveries, 
opportunities or developments. 


12.53 Project management is a process concerned with setting specific 
objectives, targets and milestones, monitoring progress and making decisions 
about the allocation or reallocation of resources for individual projects. It 
focuses specifically on control and direction of research projects by individual 
units within an organization. 


12.54 At NRC, we would have expected to find that: 


- divisions and other appropriate organizational units had com- 
pleted an operational plan annually, including details of goals and 
anticipated resource allocation for major programs and projects; 


- each unit had appropriate procedures and guidelines in place for 
preparing project proposals, screening them, and documenting 
their progress and review; 


- each division had a project management system in place, identi- 
fying for each program and project the resources required, the 
objectives and a documented plan for achieving these; 


- specific clientele and their requirements were Clearly identified; 
and 


- Provision had been made for monitoring and periodic review of 
project progress. 


12.55 Our review indicated that, generally, there was a lack of adequate 
documentation of operational planning and project management procedures at 
NRC. There were, however, notable exceptions. For example, in cases we 
reviewed, where specific projects or tasks were contracted-out, Treasury Board 
guidelines were followed, and project or task identification and review was well 
documented. In instances where NRC had taken on a specific research project at 
the request of industry, there was reasonable identification and reporting of 
resources used. As well, NRC had initiated a pilot project management system in 
the Division of Mechanical Engineering. 


12.56 Our audit indicated that NRC's systems and procedures were generally 
adequate for effectively Planning and controlling the Industrial Research Assis- 
tance Program (IRAP) and the Science and Engineering Student Program (SESP). 
We found that the goals and objectives of each Program had been stated in terms 
specific enough to identify the companies toward which each Program was 
directed and to develop criteria for selecting the most appropriate proposals for 
funding. In general, we found the Process for reviewing applications and selecting 
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proposals and for assistance was adequate for ensuring that approved applications 
met the selection guidelines and were consistent with the objectives of these two 


Programs. However, we found some instances of deficiencies in their admin- 
istration. 


12257 The newer interlaboratory programs such as Computer Technology 
Research, Solar Energy Research and Development, and the Industrial Materials 
Research Institute (IMRI) were in various stages of implementing project or task 
management systems. For example, IMRI sets up a project dossier for each 
project undertaken. The dossier includes a project initiation sheet, a project 
justification report, quarterly progress reports, and a report when the project is 
completed. Many of the older Divisions, however, used their annual reports to 
describe ongoing programs and the resources devoted to each of them. Objectives 
and accomplishments were usually incorporated into the reports; however, our 
review of the annual reports indicated that they lacked detailed information on 
individual projects in terms of plans, objectives, and accomplishments with 
respect to plans. 


12.58 Initial allocation of new resources to a program is screened, ranked in 
priority and co-ordinated by a Program Selection Committee and approved by the 
Management Committee and Council. The Program Selection Committee is a 
recent innovation at NRC; approval for new resources was formerly given by the 
Management Committee on the advice of the Tactical Studies Committee. Once 
the request for new funding is approved and the funds obtained through the 
Estimates, the program area and attendant resources become part of a Division's 
continuing program. It is then up to the Division, usually the Director, to approve 
new projects or tasks within each program area or to reallocate resources to other 
projects within his Division. Depending on the size of the project and the size of 
the Division, this process may be delegated to the Section Head. For example, in 
Divisions such as the National Aeronautical Establishment, Electrical Engineering, 
and Chemistry, the Section Head can usually decide to embark on small new 
projects that fall into the program area he supervises. Usually, however, the 
Director decides on major resource commitments, external contracts or shifts in 
resources between projects. Generally, ideas for projects originate with the 
scientists and are approved at the laboratory level. 


12.59 In most of the Divisions, there was little documented identification of 
proposed projects, the rationale for their approval, the resources spent on the 
project, or what was being achieved. Divisional managers informed us that 
projects were managed through informal management systems and formal, but not 
always recorded, review meetings. Any dissemination of results was usually 
through research publications. Throughout this process, there was little system- 
atic review of programs against goals or objectives set for them. 


12.60 Although a project identification system was being implemented, at 
the time of our audit few divisional or senior managers had put in place 
procedures that would give them a comprehensive picture of all projects and 
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studies under way in a particular year, the resources to be expended on each, and 
the expected achievements or targets for each project. There was no mechanism 
to document progress reviews, report activity to senior management or to hold 
managers to account. 


12.61 NRC should develop procedures for the use of Divisions in identifying 
and reviewing both new initiatives and continuing programs. Procedures should 
provide for documentation of review results, including the continuing relevance of 
project objectives. 


12.62 NRC should implement project management systems, including as a 
minimum: 


- formal project justification and selection and review procedures; 


= identification of project goals and milestones related to oper- 
ational plans; and 


= periodic progress reporting and review against milestones and 
goals. 


Review and Evaluation 


12.63 In any organization, review and evaluation procedures provide infor- 
mation for taking corrective action where required and identifying the need for 
modifications to organizational objectives and plans. 


12.64 In examining the review and evaluation procedures of NRC, we 
expected to find that: 


- there was an evaluating plan in place, with procedures for 
evaluating periodically all projects and programs for which 
evaluation was reasonable in the circumstances; 


- information about the results of program or project evaluation 
was being communicated to senior management; and 


- recommendations arising from evaluations were being acted on 
appropriately and follow-up actions were being monitored. 


12.65 Review and evaluation take place at several levels. NRC _ has 
conducted a pilot study for project evaluation which concluded that projects can 
be evaluated. In most Divisions, project reviews are undertaken to some extent 
through informal meetings. In some Divisions, however, there are more formal 
approaches to project reviews, especially for contracted-out projects. For these, 
documented progress reports and reviews are usually required. 
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12.66 We found that a second system of project review was based on 
elements of personnel appraisal systems. Scientists generally rely on peer group 
recognition in their chosen field; therefore, appraisal procedures in the basic 
research areas are heavily slanted toward assessing numbers of publications, 
citations, and other measures of stature in the scientific community. The 
Orientation of this type of appraisal is toward the technical and scientific 
performance of the individual. This approach is consistent with procedures 
followed by other basic research institutes. 


12.67 A third level of evaluation occurs through the Ad Hoc Review 
Committees. Reviews are conducted periodically by a selected group of outside 
experts in particular fields. The mandate of these reviews is broad and includes a 
review of activities of selected sections in relation to NRC objectives and the 
quality, effectiveness and future direction of research activities. 


12.68 A fourth level consists of the program effectiveness evaluations of the 
Industrial Research Assistance Program, the Science and Engineering Student 
Program, the Program for Industry/Laboratory Projects and the Technical Infor- 
mation Service. 


12.69 Basic research. Our findings indicated that, although the National 
Research Council used the second method -- evaluating the scientific efforts of 
personnel involved in basic research -- evaluations were a by-product of the 
Council's promotion system. Under this system, formal appraisals were only 
produced for personnel being considered for advancement. 


12.70 Although NRC used measurement criteria accepted by the internation- 
al scientific community in evaluating scientific personnel and their activities, 
there were no explicit procedures for evaluating the activities of research teams 
involved in basic research, except in cases of above average performance. 


12.71 NRC should ensure that, where feasible, all basic research team 
activities are evaluated on a formal and regular basis. 


12.72 Applied research. NRC has attempted to assess the economic benefits 
resulting from the Industrial Research Assistance Program and the Science and 
Engineering Student Program. The evaluation results were reported in The Urgent 
Investment. Our review of the methodology used in these evaluations revealed a 
number of deficiencies. 


12.73 NRC had developed certain indicators of economic benefits for use in 
its IRAP evaluation; however, in our opinion, these indicators were deficient as 
measures of benefits. One of the indicators was the ratio of the dollar value of 
companies' sales, derived from projects partially funded by IRAP, to IRAP costs. 
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The use of this indicator was not appropriate because it took into account only 
IRAP costs and not costs to companies involved in IRAP projects that might have 
exceeded IRAP costs. The indicator did not take into account certain factors in 
addition to IRAP that might influence sales. That is, sales could be affected by 
the company's own marketing efforts, competitors! activities, customer reaction 
and general economic conditions. Given the deficiencies in this indicator, the 
benefits flowing from IRAP may have been overstated. 


12.74 Our audit also revealed deficiencies in the information included in the 
annual report on SESP. The statement of financial benefits resulting from SESP 
projects of three to four-month duration was often based on companies! unverified 
projections of increased sales, gross profit and reduced operating costs over a 
five-year period. In addition, we found inconsistencies in the methods used to 
calculate financial benefits resulting from SESP projects. 


12.75 Except for the specific program evaluations mentioned previously, we 
found that none of the Divisions had developed formal procedures for evaluating 
the impact of the results of individual applied research projects or programs. 
There was no evidence to indicate that post-project or program reviews were 
carried out. These reviews are particularly important for projects or programs of 
an applied nature in order to assess whether short and long-term objectives set 
out for the project or program have been met. 


12.76 NRC should ensure that, where it is feasible and cost-effective, 
applied research projects and programs are periodically evaluated in terms of 
continuing relevance and results achieved. In carrying out evaluations, appro- 
priate and cost-effective methodologies should be used. 


12.77 Reporting. There was little evidence to indicate that information 
about Division activities, progress toward objectives, and results achieved was 
summarized and communicated to senior levels of management to provide an 
indication of progress or objectives achievement. We were told that some 
information is communicated informally to senior management, but that there 
was no means to ensure that this was done regularly. Where information was 
formally communicated through annual reports produced by selected Divisions, it 
provided only a project-by-project review of technical progress, lists of publica- 
tions, patents and meetings attended. Except for Ad Hoc Reviews, there were 
few plans for reviewing projects and programs periodically or for communicating 
results to management. 


12.78 At the time of our audit, there was no designated group responsible for 
evaluating NRC's programs. Without designated responsibility of this kind within 
the organization, NRC can have no assurance that cyclical evaluations related to 
achieving objectives will take place. NRC has proposed the establishment of a 
program services secretariat that would include this evaluation function. 
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12.79 NRC should establish procedures to co-ordinate, plan, and monitor 
evaluation efforts and ensure that all results are reviewed by senior management. 


12.80 Ad Hoc Committee Reviews. External Ad Hoc Committee Reviews 
are a positive initiative; however, we observed inconsistencies in the approaches 
used by various Committees. For example, some focused on projects; others on 
general management procedures. NRC has recognized that the Committees do 
not always provide a rigorous review of achievement of objectives. 


12.81 NRC should examine the procedures for Ad Hoc Committee Reviews 
and establish criteria to ensure consistency and adequacy in coverage and 
approach. 


Information Program 


12.82 The Canada Institute for Scientific and Technical Information (CISTI) 
accounts for approximately 84 per cent of the resources allocated to the informa- 
tion program, or approximately $9.8 million. 


12.83 Our review indicated that the management systems and procedures in 
place were generally satisfactory. Management had, at the time of our audit, 
initiated a study to identify user needs and their relation to CISTI. 


Support Services 


12.84 Financial function. Since our 1977 review, NRC has strengthened the 
organizational status of the financial function. The Senior Vice-President has 
been designated as Senior Financial Officer, and senior staff have been added to 
operational financial control areas. The Senior Vice-President, however, con- 
tinues to carry responsibility for laboratory operations and many Council-wide 
planning and other responsibilities. 


12.85 The Financial Services Branch provides a central service to the decen- 
tralized NRC organization. Divisional administrative officers provide for finan- 
cial needs in Divisions and are thus relied on to identify problems and opportun- 
ities for improvement. These officers take functional and program direction from 
the Senior Vice-President and functional direction from Financial Services. 


12.86 The responsibilities of senior financial staff were limited to oper- 
ational systems and controis and preparation of budgetary reports for central 
agencies. The Financial Services Branch did not participate directly in the 
financial aspects of program planning and was not always consulted in the 
development of information systems that had financial implications. 
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12.87 We found that functional guidance in operational processing controls 
and in matters related to financial policies was satisfactory. NRC has recently 
strengthened these areas, and financial staff plan further improvements. 


12.88 NRC should clarify the mandate of the financial function to include 
involvement in the relevant aspects of management decision making, including 
planning and evaluation, and responsibility for reviewing the financial control 
aspects of all management information systems. 


12.89 Financial information. Managers require information on progress 
against plans, both for resources applied and results or outputs generated, on 
which to base decisions on corrective action needed. Information for controlling 
annual appropriations is also required. At NRC, the FINCON system (an on-line 
commitment control and financial reporting system) provided adequate infor- 
mation for appropriation control and some additional statistical information. 


12.90 Managers also need to have information, in a form related to their 
operations, that shows costs and revenues compared to budget. Analysis of 
variances would also normally be expected to show the reasons for deviations 
from budget and identification of possible savings or overspending. A few 
Divisions have developed their own systems to give project-oriented information 
of this nature; however, there was little systematic accumulation and reporting of 
financial information related to project results and expenditures. NRC recognizes 
the need for such information and, to address it, has been developing a project 
information system over the past two years. 


12.91 Although it is accepted that the information systems of individual 
Divisions may be different, it is necessary that the results can be aggregated for 
senior management and others. Except for appropriation control, there was no 
overall plan to ensure that management received adequate information on which 
to base decisions. 


12.92 NRC should develop a plan to meet managers’ needs for financial 
information for planning, monitoring, control and evaluation. The plan should 
ensure that: 


= financial information for planning and evaluating activities is 
related to the information used for monitoring and controlling 
operations and is reported to senior management; and 


- information on the results of activities identifies costs and 


revenues compared to budget and includes analyses of variances, 
where appropriate. 
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12.93 Revenue generation. In 1980-81, NRC earned approximately 
$9 million in revenue from a variety of services and activities, including use of 
wind tunnels, test services and publications. In recent years, NRC has signifi- 
cantly increased the rates for many of its services, and several new services and 
facilities are expected to be major sources of revenue. 


12.94 We found that internal control over the billing and collection functions 
was adequate. However, rate-setting policies did not provide sufficient guidance 
to laboratory and program managers who make most of the decisions with respect 
to revenue. Regular reports were not provided to management setting out the 
effect of rates which do not recover the cost of the services concerned or of 
discounts given to certain customers. 


12.95 Central management reviewed rate revisions for some cost-based 
services; however, rates were inconsistently calculated. For example, in the 
National Aeronautical Establishment wind tunnels, the rates did not recover 
capital costs from Canadian users although they did from foreign users. Based on 
current levels of usage, the recovery of these costs in the 30 foot wind tunnel 
alone would raise about $170,000 more revenue annually. 


12.96 NRC procedures do not require managers to advise central manage- 
ment routinely when they provide new types of services without charge to out- 
siders even in situations where a charge might reasonably be made and the amount 
involved is sufficient to warrant making a charge. In the changing environment of 
NRC, it is possible that potential sources of revenue may be overlooked. 


12.97 Financial information regarding revenue-producing services was 
limited to recording annual budgets and actual charges. Information to indicate 
maximum potential revenue, the extent to which the capacity of revenue- 
producing facilities was being used, the effect of discounts, and other information 
on the management of revenue was not systematically gathered and communi- 
cated. As a result, management did not know whether maximum allowable 
revenue was being collected. 


12.98 NRC should make guidelines for rate setting more specific to ensure 
that line managers consider all relevant costs in setting rates. 


12.99 Financial information systems should display to management the 
results of revenue-earning operations. In particular, the extent to which the 
capacity of revenue-producing facilities is being used and the effect of discounted 
or no-charge services should be displayed. 


12.100 NRC should review periodically all activities and facilities providing 
services to parties outside the government to ensure that its revenue policies are 


being uniformly applied. 
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12.101 Materiel management. Since 1978, NRC has had a Central Inventory 
Control Office and now has a computerized inventory record system. This system 
produces an inventory of all NRC capital equipment. Although we noted some 
errors in information provided, generally it appeared to meet management's needs 
for inventory information and control. 


12.102 Capital projects. As indicated in Exhibit 12.1, approved capital 
expenditures for 1980-81 amounted to approximately $31 million, or 13 per cent 
of NRC's estimates. We reviewed the planning and acquisition phases of two 
Capital projects -- the Remote Manipulator System and the Fire Research 
Station. Both of these projects were nearing completion at the time of our audit. 


12.103 Although there were no documented internal project management 
guidelines, our findings indicated that the management systems and procedures 
for those two projects were satisfactory. 


12.104 Internal audit. Since its inception in June 1979, the internal audit 
group has completed five projects and has established its mandate and plans for 
audit coverage. Most of these projects were carried out in late 1980 and early 
1981 and annual audit plans were reviewed and found satisfactory by the Office of 
the Comptroller General in 1980 and 1981. 


12.105 The Chief of Internal Audit reports to the President of NRC; however, 
the internal audit group has had only general contact with the President and the 
Audit Committee. The group expects that the President will review and clear 
important audit reports in future. 


12.106 Recent internal audit reports have addressed financial compliance and 
procedures to measure effectiveness; however, it is too early for us to assess 
whether internal audit can be used as a comprehensive management control by 
senior management and the Council. Because internal audit results were not 
available at the time of planning our audit, we were unable to rely on them in 
determining our audit scope. 


Information for Parliament 


12.107 The Office of the Comptroller General is continuing its work to revise 
the Estimates and Public Accounts. In this Chapter, we have noted that NRC 
needs to develop and provide its senior managers with more specific information 
about objectives, project goals and milestones, and related expenditures. These 
improvements would also enable NRC to Provide information to Parliament in the 
Estimates and thus set the stage for accountability in the Public Accounts. To 
assist in the process of revising these documents, we have identified some key 
features which should be described in NRC's Estimates to help Members of 
Parliament better understand requests for resources, the allocation of resources, 
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and accomplishments from the use of resources. Our examples relate only to the 
Research Program. 


12.108 Planning priorities for the 1980s. NRC's long-range plan, The Urgent 
Investment, describes six major "themes" and strategies for achieving them. One 
theme, for example, is to stimulate the gross domestic product of the technology 
intensive industrial sector of the economy from $20 billion to $40 billion by 1990, 
and to achieve specific employment and balance of payments benefits. Disclosure 
of specific objectives and their desired long-term results would give users of the 
Estimates a basis for assessing the direction of the program and for questioning 
specific milestones and resources requested. More work needs to be done in 
specifying objectives and milestones before these can be included in the Esti- 
mates. 


12.109 Results and outputs of applied research. Given NRC's primary 
emphasis on research in direct support of industrial innovation and development, 
the Estimates should identify, where appropriate and reasonable, the expected 
results of applied research. This would help parliamentarians assess the value of 
these results in relation to the funds requested. 


12.110 Results and outputs of basic and exploratory research. Although it is 
extremely difficult to identify results and outputs for the area of application that 
NRC calls "advancement of knowledge", this type of research should, neverthe- 
less, be dealt with in more detail in the Estimates because it consumes a sizeable 
share of program expenditures. Where intended results and outputs cannot be 
stated precisely, the Estimates should describe the work in progress and classify 
basic and exploratory research projects or programs by expected life span. 


12.111 Personnel. NRC research staff are a highly specialized and valuable 
resource as well as the most critical ingredient in achieving the organization's 
objectives. In fact, the skills and interests of personnel partly determine the 
choice of basic research projects many years into the future. 


12.112 Personnel and associated costs are NRC's largest single expenditure 
item. Information from the current "Blue Book" concerning the number of 
scientific, professional and technical personnel should be expanded into a profile 
of the types of staff, their levels and average salaries, and the degree of 
disciplinary specialization throughout NRC. An explanation of the professional 
staff development and training expenditures might also be related to the staff 
profile. 


12.113 Over the past few years, expenditures on research and development 
contracts and other special and professional services have increased until they 
now amount to almost two-fifths of budgeted payroll costs. An explanation should 
be provided in the Estimates of the rationale for and the types of work done by 
special and professional service contracts. 
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12.114 Grants and contributions. The Public Accounts Committee has 
requested more details in the Estimates on grants and contributions generally. 
This is especially appropriate for NRC because, after salaries and wages, 
contributions are the second largest item in its Estimates. Contributions toward 
research in industry should be classified by industry, types of business and 
location. If this information is not known when the Estimates are prepared, it 
should be provided in the Public Accounts. The objectives of major projects like 
the Tri-University Meson Facility (TRIUMF) should be explained, in addition to 
the expected effects and how these relate to the program objectives. The 
Estimates should also show the eligibility criteria for funding and the response 
time for processing applications for grants and contributions. 


12.115 Major capital projects. NRC currently has several large capital pro- 
jects. In addition to the information now shown, the Estimates should state the 
purpose of projects, distinguish new projects from those begun in prior years, show 
the estimated completion date and future requirements year by year, and explain 
changes from the estimated total cost for a given project in the previous year's 
Estimates. 


12.116 Revenue. Although revenue is not a particularly large item in relation 
to total expenditures, there is a need to demonstrate to Parliament that a logical, 
consistent revenue policy is being followed. An explanation should, therefore, be 
provided of the services for which NRC does and does not charge and the basis of 
their rates or fees if a charge is made. Where practical, a comparison should also 
be shown of the costs and revenues of particular services. 
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Summary of Recommendations and NRC's Comments 


Recommendations 


Strategic Planning 


12.38 


12.40 


12.43 


12.47 


12.51 


NRC should translate its 
objectives into operational 
terms to guide its planning 
efforts and to provide for sub- 
sequent assessment of perfor- 
mance. 


NRC should ensure that proce- 
dures are put in place to co- 
ordinate strategic planning 
efforts and to assist Divisions 
to improve methodology for 
planning. 


NRC should develop a compre- 
hensive approach for technol- 
ogy transfer as part of the 
strategic planning process. 


NRC should’ ensure _ that 
analyses of environmental 
trends and related research 
needs are conducted by each 
Division, as appropriate, or by 
NRC as a whole, and that the 
results of these analyses are 
integrated to provide a basis 
for developing its operating 
strategies. 


NRC's Divisions should under- 
take further analyses of the 
needs of industry for research 
support. 


375 


NRC's Comments 


The developing Project Management 
System addresses this in part. 


The formulation of the Five-Year Plan 
accelerated such procedures. To the 
Council, Management Committee and 
Board of Directors has been added the 
Planning Services Secretariat. 


This has been recently accomplished in 
part by the integration of the PILP 
and university technology transfer 
programs into one NRC-based service. 
Where applicable, other comprehen- 
sive approaches will be documented. 


Environmental factors are now a 
major criterion for selection of pro- 
jects in our long-range plan. Our 
network of advisory and associate 
committees assists us greatly with 
relevant inputs and forecasting. More 
emphasis will be placed on documen- 
ting liaison with industry sources and 
demonstrating relevance to clients' 
needs. 


This is continuing. 
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Recommendations 


Operational Planning and Project 
Management 

12.61 NRC _ should develop proce- 
dures for the use of Divisions 
in identifying and reviewing 
both new initiatives and con- 
tinuing programs. Procedures 
should provide for documen- 
tation of review _ results, 
including the continuing 
relevance of project objec- 
tives. 


12.62 NRC should implement pro- 
ject management systems, 
including as a minimum: 


formal project justification 
and selection and review 


procedures; 

- identification of project 
goals and milestones 
related to operational 
plans; and 


periodic progress reporting 
and review against mile- 
stones and goals. 


Review and Evaluation 
12.71 NRC _ should’ ensure _ that, 
where’ feasible, all basic 
research team activities are 


evaluated on a formal and 
regular basis. 
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Procedures exist for identifying and 
assigning priorities to new initiatives. 
The most recent exercise was the 
"Tournament of Champions" which is 
well documented. Continuing pro- 
grams are systematically assessed 
internally and externally as well as by 
Council itself on a regular basis. The 
Project Management System and the 
annual Operational Plan are additional 
elements being implemented. 


A Project Management System, based 
on a 1980 pilot in five Divisions, and a 
detailed design development currently 
under way in one Division are 
expected to meet these requirements 
as well as provide inputs to planning, 
financial monitoring and technology 
transfer processes. 


Such a project management system, 
however, used in its entirety, is in- 
appropriate for fundamental research. 
Research whose results are foresee- 
able is very often poor research. 


Research 
team 


Our Basic 
including 


activities, 
activities, will 
continue to be reviewed by the 
external Review Committees. of 
Council and scientific peers in the 
international community on a regular 
basis. 
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Recommendations 


12.76 NRC_ should” ensure _ that, 
where it is feasible and cost- 
effective, applied research 
projects and programs are 
periodically evaluated in 
terms of continuing relevance 
and results achieved. In 
carrying out evaluations, 
appropriate and cost-effective 
methodologies should be used. 
12.79 NRC should establish proce- 
dures to co-ordinate, plan, and 
monitor evaluation efforts and 
ensure that all results are 
reviewed by senior manage- 
ment. 


12.81 NRC _ should examine the 
procedures for Ad Hoc Com- 
mittee Reviews and establish 
criteria to ensure consistency 
and adequacy in coverage and 


approach. 
Support Services 
12.88 NRC should clarify the man- 
date of the financial function 
to include involvement in the 
relevant aspects of manage- 
ment decision making,  in- 
cluding planning and evalu- 
ation, and responsibility for 
reviewing the financial control 
aspects of all management 
information systems. 
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Agreed. 


Such procedures exist, but are being 
modified. The program of the Internal 
Audit has been established. Further, 
the co-ordination of our evaluation 
processes will be through the Program 
Services Secretariat which will be the 
contact point with the Office of the 
Comptroller General for this function. 


This examination will be made as part 
of the NRC review of the "Guide on 
the Program Evaluation Function" as 
issued by the Treasury Board. 


The mandate will be reviewed to 
ensure a relevant role in the provision 
of resource inputs and _ reviewing 
financial controls. 


12.92 


12.98 


12.99 
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Recommendations 


NRC should develop a plan to 
meet managers' needs _ for 
financial information for 
planning, monitoring, control 
and evaluation. The plan 
should ensure that: 


- financial information for 
planning and_ evaluating 
activities is related to the 
information used for 
monitoring and controlling 
operations and is reported 
to senior management; and 


- information on the results 
of activities identifies 
costs and revenues com- 
pared to budget and _ in- 
cludes analyses of vari- 
ances, where appropriate. 


NRC should make guidelines 
for rate setting more specific 
to ensure that line managers 
consider all relevant costs in 
setting rates. 


Financial information systems 
should display to management 
the results of revenue-earning 
operations. In particular, the 
extent to which the capacity 
of revenue-producing facilities 
is being used and the effect of 
discounted or no-charge ser- 
vices should be displayed. 
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Since the FINCON system has not 
been perceived as suitable for indivi- 
dual project control, the Project 
Management System is being designed 
to include financial information on a 
project basis and to be compatible 
with FINCON. Timely and meaningful 
financial data will be provided in an 
evaluation system to include  bud- 
get/expenditure variances which will 
be communicated to Management. 


A review of NRC's policy on cost 
recovery is under way. Currently, the 
fee structure allows for free service in 
research, recovery of operational 
costs from some clients and recovery 
of operational and capital costs from 
other clients. Individual cases are 
particular, requiring special arrange- 
ments. 


Agreed. 
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Recommendations NRC's Comments 


12.100 NRC should review periodic- Agreed. 
ally all activities and facilities 
providing services to parties 
outside the government to 
ensure that its revenue 
policies are being uniformly 
applied. 
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POST OFFICE DEPARTMENT 


Introduction 


|e Pa We have conducted a comprehensive audit of the Post Office Depart- 
ment operating as a department of the Government of Canada under the Post 
Office Act, R.S.C. 1970, c. P-14. The Canada Post Corporation Act, S.C. 1980- 
81, c. 54, which received Royal Assent on 23 April 1981, established the Post 
Office as a Crown corporation. Its proclamation in force, effective 16 October 
1981, repealed the Post Office Act. 


13.2 This chapter contains the principal observations and recommendations 
arising from our audit. Our audit focus was primarily on key processes used by 
management to direct and control the operations of the Post Office. The survey 
undertaken in the Department by the Office of the Comptroller General on Impro- 
vement in Management Practices and Controls (IMPAC) covers many of the same 
areas. Management's progress in implementing the IMPAC Action Plan has been 
taken into consideration in formulating our observations and recommendations. 


13.3 The observations and recommendations in this chapter are also appli- 
cable to the Post Office as a Crown corporation, and we believe that action in 
implementing corrective measures should be followed up by Parliament. 


13.4 We appreciate the co-operation that was extended to us by the staff of 
the Department throughout our audit. 


The Department 
History and Objectives 


13.5 The Post Office has existed as a government department since 
Confederation. The basic function of transmitting letters has changed very little 
since then. Operations have expanded to provide other services such as priority 
post, electronic mail (telepost) and philatelic issues. To cope with increased mail 
volumes for the traditional mail services, operations have been mechanized in the 
last decade. 


13.6 The objective of the Department, as stated in the 1980-81 Estimates, 
is "to provide postal services to the people of Canada at rates which will provide a 
standard of service adequate to meet their needs without incurring subsidization 
from general taxation other than that required to cover losses specifically identi- 
fied in relation to other government objectives". 
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13.7 The Post Office is similar to other government departments in that it 
provides a public service, but it has the characteristics of a commercial enter- 
prise in that it charges the user for services provided. These characteristics have 
been recognized by Parliament in'converting the Department into a Crown corpo- 
ration. 


Organization 


13.8 Exhibit 13.1 sets out the plan of organization under which the Post 
Office operates. The Headquarters staff in the functional units -- Marketing, 
Operations, Corporate Affairs, Personnel, and Finance and Administration -- are 
headed by Assistant Deputy Postmasters General, who support the Deputy Post- 
master General as chief operating officer. Headquarters! role is primarily long- 
range planning, development of strategies, policies and guidelines, and relations 
with central agencies. It also collects and processes corporate information to 
assist the Deputy Postmaster General in monitoring regional operations. 


13.9 The Post Office has a decentralized organizational structure in that 
responsibility for postal service operations in the four regions has been delegated 
to Regional General Managers who report to the Deputy Postmaster General. 
Regional operations are further sub-divided into 14 districts, each headed by a 
Director reporting to a Regional General Manager. The Regional General 
Managers and some of the District Directors have support staff corresponding to 
the five functional units at headquarters. The District Directors are responsible 
for managing day-to-day postal operations at 29 postal plants and over 8,000 post 
offices. 


Operating and Resource Highlights 


13.10 The Post Office is one of the largest commercial operations in 
Canada. As stated in the Department's 1980 Annual Report, it delivered 6.4 
billion pieces of mail during 1979-80, an average of 25 million pieces each 
working day. This involves a network of about 14,500 letter carrier routes serving 
over 6 million points of call, and more than 5,000 rural and suburban routes 
serving over | million households. In addition, the Post Office operates a fleet of 
3,800 vehicles to collect and deliver mail as well as a large transportation 
network to move mail between major centres in Canada. 


13.11 The net cost of the Post Office program, as presented in the 1980-81 
Estimates, is $412 million, based on costs of $1.9 billion and postal revenues of 
$1.5 billion. In addition to the postal revenues referred to above, the Post Office 
also operates a money order system which handles cash transactions of about $2.5 
billion annually. The authorized person-years and expenditures, by activity, and 
the activity description as contained in the Estimates are as follows: 
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Exhibit 13.1 


POST OFFICE DEPARTMENT 


SUMMARY ORGANIZATION CHART - 31 MARCH 1981 


Postmaster General 


Deputy Postmaster General 


Marketing Operations Corporate Personnel Finance and 
Affairs Administration 


Atlantic Region Quebec Region Ontario Region Western Region 


Districts (3) Districts (3) Districts (4) Districts (4) 


Postal Plants (29) Post Offices (8,228) 
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Person-years Budgetary 
authorized Expenditures 
(thousands of dollars) 
Marketing 6,845 Seale 429 
Mail processing 25,054 612,244 
Mail transportation yl 165,627 
Mail collection and delivery 22,007: D1 54 
Technical operations support ey 27, 67,674 
Administration 4,463 146, 381 
605517 1,778,766 
Services received without charge Io 207 


Stl 35 069 


Marketing. Includes sales at postal and philatelic counters, market 
research, product development, pricing, customer relations and sales 
promotion. 


Mail processing. Includes all manual and mechanical mail handling and 
processing within post offices. 


Mail transportation. Includes the movement of mail between post 
offices, either inter-city or international, by air, land, rail or water 
services. 


Mail collection and delivery. Includes gathering mail from street 
letter boxes and postal stations for processing in postal plants and 
delivery of mail to postal customers by various delivery modes. 


Technical operations support. Includes technical support functions 
such as engineering, operations research, systems research, quality 
assurance, Computer services, management services, coding and 
mechanization, security services, operations policy and evaluation. 


Administration. Includes corporate-wide functions of a general man- 
agement or administrative nature such as corporate planning, public 
affairs, international affairs, personnel, finance and administrative 
support functions. 


Services received without charge. Includes principally accommodation 
and employee medical benefits. 
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Environment 


13.12 In providing a national postal service to over 23 million Canadians, the 
Post Office operates in an environment in which many demands, some of them 
conflicting, are placed upon it. Serving a population dispersed over a geographical 
area of about 3.8 million square miles requires a complex collection and distri- 
bution network. While the population is mainly concentrated close to Canada's 
southern border, it is also spread widely in rural, remote and isolated areas. 
Furthermore, demographic changes create pressures on the network, making it 
difficult to balance the needs of one area against another and at the same time 
maintain an adequate level of service nationally. 


13.13 The Post Office provides a national postal service to individual 
Canadians and also to business and government. The latter two provide almost 75 
per cent of postal revenues. The Post Office must be capable of meeting the 
needs of all postal users, although their needs may not necessarily be the same. 


13.14 The objective of providing an adequate level of service to all Cana- 
dians places severe service demands on the Post Office. Its high visibility 
generates public and political pressures. Given that it handles 25 million pieces of 
mail each working day, even a small percentage of lost, delayed or damaged mail 
results in public complaints and adverse publicity. The same can be true if there 
is a proposal to make a change in the level or cost of a service, such as closing a 
post office or increasing postal rates. 


13.15 Unlike most other government departments, the Post Office operates 
in a competitive environment where alternatives are available to users, especially 
commercial postal users. There are directly competing alternatives such as 
courier services and other alternatives such as telephone and telex. Changes in 
information flow technology, such as computer communication, are also having a 
competitive influence on the Post Office. 


13.16 During the past decade, there has been a pronounced increase in the 
volume of business handled by those organizations in direct competition with the 
Department. Perceptions of unreliable service and threats of labour disruptions 
have led the public to use competitive services, particularly within and between 
major urban areas. To maintain its position, the Post Office must provide a 
competitive service and also keep pace with changes in technology. 


13.17 Although operating in a competitive commercial environment requir- 
ing flexibility to adapt to change, as a Department of the federal government the 
Post Office's adaptability has been restricted by the regulations and requirements 
of other government departments and central agencies such as Treasury Board and 
the Public Service Commission in such areas as staffing, labour negotiations and 
planning. Growth in mail volume, the introduction of mechanization, changes in 
the working environment and the involvement of agencies outside the Post Office 


389 


Post Office Depart ment 


have all contributed over the years to a deterioration in labour relations. The 
Government expects that conversion of the Department to a Crown corporation 
will help remedy this situation. 


Audit Scope 


13.18 Our audit was designed to assess whether there were key management 
processes in place to ensure economic, efficient and effective operation of the 
Post Office and adequate accountability reporting to Parliament. We examined 
first whether clear objectives had been established for the Department and 
whether management had reasonable procedures to measure and report on the 
achievement of those objectives. We next assessed whether appropriate proce- 
dures were in place to plan, direct and control the diverse activities of the Post 
Office. 


13.19 On an operational level, we examined the adequacy of managerial 
controls over the major postal operations of sorting mail in postal plants, trans- 
porting mail between major urban centres, and delivering mail by letter carriers. 
We also tested the Post Office's system for measuring mail service reliability. 


13.20 Because of the critical impact of labour relations on the success of the 
postal service, we reviewed Post Office programs for effecting improvements in 
employer-employee relations and management's preparation for collective 
bargaining. In addition, we examined the adequacy of procedures relating to 
human resource planning and training. 


13.21 We also examined management controls over the key areas of electro- 
nic data processing, revenue protection and money order liability, and internal 
audit. 


13.22 Finally, we assessed the adequacy of the Post Office's reporting to 
Parliament on the results of its operations and the achievement of its objectives. 


13.23 Our audit included work at Headquarters and fieldwork in all regional 
offices and, on a selective basis, in district offices and other postal facilities. 


Summary of Audit Observations 


13.24 Managing such a large and complex organization as the Post Office, 
which is both labour-intensive and decentralized, requires effective management 
control processes. Although elements of adequate management control systems 
exist in the Department, there were deficiencies in key management. processes 
that need corrective action to ensure that due regard for economy, efficiency and 
effectiveness is achieved. Department senior management was well aware of 
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most of the deficiencies and, through its IMPAC Action Plan and other corrective 
measures, had taken steps to remedy many of them. The following is a summary 
of our audit observations on each of our main areas of inquiry. 


13.25 Program effectiveness. The objective of the Post Office is to provide 
an adequate standard of service without incurring subsidization other than that 
for losses specifically relating to other government objectives. The Post Office 
has identified a number of losses relating to other government objectives, such as 
publication mailings which are now subsidized, and is in the process of identifying 
further government objectives and their associated costs and revenues for which 
subsidization could be obtained. Until it has completed this process, the Post 
Office will not be in a position to measure and report on whether it has achieved 
its objective. 


13.26 Reliability of service. The Post Office has defined adequacy of ser- 
vice in terms of speed, reliability and availability. The systems for measuring 
adequacy of service were not sufficiently accurate or sufficiently comprehensive 
to provide an effective means of evaluating the Post Office's total service perfor- 
mance. As an example, we tested the reliability of the principal system for 
measuring first class mail service delivery. Our test indicated that the Post 
Office system, if used for public reporting, would significantly overstate service 
performance for local mail delivery for the three cities tested by us. For first 
class mail forwarded between these cities, our test results were not significantly 
different from those of the Post Office's measurement system. 


13.27 Corporate planning and control. Planning was carried out throughout 
the Post Office in a detailed fashion and within a clearly defined framework. 
However, the planning cycle lead time was too long, the business and financial 
planning phases were not sufficiently integrated, and there was not an adequate 
cost system for determining the financial implications of plans. 


13.28 Inadequate cost information and weaknesses in the performance mea- 
surement system made it difficult for managers to decide on appropriate trade- 
offs between conflicting performance goals and also made it difficult to hold 
managers accountable for the results of these decisions. 


13.29 Mail processing. There were weaknesses in the systems for planning 
and controlling the processing of mail in postal plants. The systems generally did 
not provide adequate cost information. Further, engineered work standards were 
not generally used for staffing and productivity improvement purposes. 


13.30 National mail distribution. From a national perspective, we found that 
procedures were appropriately designed to meet the needs of a distribution 
system. The cost and efficiency of transporting mail between major cities were 
generally well controlled. 
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13.31 Letter carrier service. The Post Office has a system for assigning 
work to letter carriers and structuring their routes for an eight-hour work day. 
However, the Department's own studies suggest that the majority of letter 
Carriers are able to accomplish their assigned work in less than the allocated time 
through various time-saving practices or by working at a pace faster than the 
standard. Although the letter carriers may not walk their routes exactly as 
designed, they are delivering the mail assigned to them each day. Having letter 
carriers walk their routes as structured would not improve efficiency or result in 
more mail being delivered. 


13.32 We noted several potential areas for increasing economy and effi- 
ciency in the provision of letter carrier service. The Post Office was aware of 
these areas, but action in most of these cases would involve changes to the 
collective agreement with letter carriers. 


13.33 In addition, the Post Office has identified other possibilities for cost 
savings, but these would entail a reduction in the present level of letter carrier 
service. 


13.34 Labour relations. The Post Office has introduced a number of innova- 
tive labour relations and communications programs to improve this aspect of 
postal operations. Unions and management have demonstrated a willingness to 
co-operate by participating in consultations. There was, however, a need for 
greater participation by managers at all levels in the improvement of labour rela- 
tions and communications programs and for increased training of first line 
managers to enable them to promote a more co-operative work environment. 


13.35 Collective bargaining. The management process included a formal 
approach to the identification of issues to be negotiated. These issues were used 
to develop general strategies and objectives for annual negotiations consistent 
with long-term labour relations goals and strategies. However, objectives for 
negotiations were not established beyond the current year. As a Crown corpora- 
tion, the Post Office will have greater opportunity to establish goals for future 
negotiations and to develop strategies for dealing with management and union 
proposals. 


13.36 Human resource planning. The Post Office had satisfactory human 
resource planning procedures to identify shortages and surpluses for senior 
management positions. There was a need, however, to develop procedures to 
forecast long-term shortages and surpluses for all major groups of employees and 
to use engineered work standards, where appropriate, to project human resource 
requirements. 


13.37 The Post Office as a Crown corporation. As a regionalized organiza- 
tion, delivering 80 per cent of mail within 200 miles of the point of origin, the 
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Post Office has the opportunity to respond to local needs. However, because the 
postal service is national, there is a need for some form of centralized control and 
systems to co-ordinate the operations of the regions. Although the reporting 
systems have a national orientation, largely in response to central agency require- 
ments, management of operations is at a local level. The reporting systems, 
therefore, do not adequately meet the needs of operational managers. Converse- 
ly, although the Headquarters group is responsible for providing national co- 
ordination and direction, it perceives that it has only limited control, except 
through the Deputy Postmaster General, over field operations. The balancing of 
central control with local autonomy is a matter that needs to be carefully 
addressed by the new Canada Post Corporation. 


13.38 Also of major consequence are the matters of postal rates, levels of 
service and improvements in service reliability, labour relations and productivity. 
These issues must be addressed and answered if the Post Office is to achieve its 
objective of financial self-sufficiency as a Crown corporation. Changes in these 
areas will require a high degree of co-operation between management and 
employees and between the Post Office and the public. 


13.39 The Canadian public's loss of confidence in its postal service is based 
partly on unrealistic demands that the Post Office be all things to all people, 
partly on misconceptions, and partly on real evidence of poor service. To restore 
full respect will require not only improvements in mail reliability but also a public 
perception of a generally well managed institution. 


13.40 Conversion to Crown corporation status is expected to have a positive 
effect on employer-employee attitudes and give management more flexibility, but 
these expectations should be followed up by Parliament. 

Observations and Recommendations 
Program Effectiveness 
13.41 The objective of the Post Office is to supply postal services to the 
people of Canada at rates which will provide a standard of service adequate to 
meet their needs, without incurring a loss. There may, however, be subsidization 
to cover losses specifically attributable to meeting other government objectives. 
13.42 In carrying out its mandate, the Post Office needs processes to: 


- identify what types and levels of service Canadians desire; and 


- determine standards of service and rates to meet the needs of 
Canadians without incurring a loss. 
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13.43 To determine its effectiveness, the Post Office needs satisfactory 
procedures to: 


- measure the level of service actually provided against the 
standards; and 


- quantify the extent to which losses are due to meeting other 
government objectives. 


The focus of our audit was, therefore, to assess whether the Post Office had satis- 
factory procedures in place to evaluate its program effectiveness. 


13.44 Postal needs of Canadians. The Post Office has defined postal needs 
in terms of speed, reliability and availability of postal services to the public and 
has developed service standards in these areas. In establishing the standards, it 
has given consideration to available resources, operational feasibility, competitive 
services, standards set by other postal administrations and market surveys of user 
needs. 


13.45 As discussed later under Corporate Planning and Control, the Depart- 
ment's costing system was inadequate to support management in its analysis of 
trade-offs between users' needs, service standards, postal rates, operating costs 
and revenues. 


13.46 Measuring performance. The Post Office has national systems in place 
to measure performance regularly in terms of the speed and reliability of a 
number of postal services, including approximately one-half of first class mail and 
all of fourth class mail. Second and third class mail was measured infrequently on 
a national basis. Our audit of the national system that measures performance of 
first class mail revealed a number of weaknesses. These are reported later under 
Measuring Service Reliability. The mail that was regularly measured represented 
only about a third of the total mail volume. 


13.47 Without regular measurement of performance of all major services, 
the Post Office cannot evaluate whether it is meeting its service standards or the 
postal needs of Canadians. Performance information is required for use in deter- 
mining trade-offs among level of service, rates and cost. 


13.48 The performance of all major services should be regularly measured, 
the results compared to established standards of service, and appropriate action 
taken when there are significant differences between actual and standard. 


13.49 Availability of service refers to the ease of access to postal services. 
Although national directives had been prepared on the aspects of service availa- 
bility related to letter carrier delivery service, street mail box collection service 
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and operations of post offices, no aspects were being formally monitored on a 
national basis except the number of delivery points not receiving letter carrier 
service. In this case, a national system is in place to report the number of 
delivery points which could have been, but were not, receiving letter carrier ser- 
vice because of resource constraints. For other aspects of service availability, 
the Post Office had generally relied on complaints from users to gauge their satis- 
faction or dissatisfaction and the appropriateness of national directives. 


13.50 Although some studies had been conducted, such as those relating to 
street letter boxes, the cost and revenue implications of these directives had not 
all been assessed. There was no formal method of ensuring that the directives 
were appropriate, were being followed or were revised as required. 


13.51 Procedures should be instituted, where practical, to monitor adherence 
to national directives on service availability, assess their cost and revenue impli- 
cations, and evaluate their continuing appropriateness. 


13.52 Other government objectives. As part of its objective, the Post Office 
is charged with not incurring subsidization from general taxation other than that 
required to cover losses specifically identified in relation to other government 
objectives. The Post Office has identified a number of losses related to other 
government objectives, such as publication mailings which are now subsidized, and 
is in the process of identifying further government objectives and their associated 
costs and revenues for which subsidization could be provided. Without clarifica- 
tion and costing of all other services provided by the Post Office in support of 
other government objectives, it is not possible to determine the costs and 
revenues related solely to postal services. Therefore, this lack of cost and 
revenue information makes it difficult to hold management accountable for the 
extent to which the stated objectives have been achieved. 


13.53 The Post Office should identify, to the extent practicable, all services 
that are in support of other government objectives and determine the costs and 
revenues reasonably attributable to them. 


Corporate Planning and Control 


13.54 In a department as large and decentralized as the Post Office, effec- 
tive corporate planning and control processes are essential. We reviewed the 
systems and processes by which management gives overall direction and control to 
the Post Office. We also examined the information available for planning, proce- 
dures for preparing plans, and processes for making, implementing and monitoring 
planning decisions. Of specific interest were: 


~ the processes for identifying postal needs of Canadians, including 


the types of services demanded, the subsequent translation of 
these needs into services and the related standards of service; 
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- the process for establishing long-term strategies and goals; and 


- short-term planning of departmental operations and the monito- 
ring of achievement against the operational plans. 


13.55 Our audit was of the corporate planning and control system as it was 
prior to 31 March 1981. Since then, the Post Office, through its IMPAC Action 
Plan, has taken steps to remedy many of the deficiencies noted below. Manage- 
ment also recognizes the need for an effective planning and control process if the 
Department's transformation into a Crown corporation is to meet the objectives 
set for the Corporation. 


13.56 Planning process. The Post Office's planning cycle consisted of three 
main phases: corporate, business, and financial. Corporate planning was the 
phase in which senior management established overall objectives and strategies 
and set corporate performance goals. This first phase, which took roughly five 
months, started some 29 months before the applicable fiscal year. It culminated 
in the Deputy's written request for business plans initiating the second phase. 


13.57 Business planning, the second phase, began 23 months before the fiscal 
year covered by the plan. The major product of business planning was a set of 
independent standard performance goals against which performance is measured, 
covering such items as service level, mechanized yield, person-year usage, 
overtime, productivity, mail volume, revenue and expenses. Specific performance 
goals were established in the business plans for each area of operation. This phase 
took 10 months. 


13.58 The final phase, financial planning, began 19 months before the applic- 
able fiscal year and partially overlapped the business planning process. In this 
phase, regions and directorates calculated the resources required to implement 
the proposed business plans. This was decided largely on the basis of resource 
ceilings established by Treasury Board in the fall before the start of each fiscal 
year. Financial planning was geared to the government-wide Program Forecasts 
and Main Estimates planning cycle and requirements which constrained the 
development of a more suitable planning process for the Post Office. 


13.59 Senior management devoted considerable attention to planning, and 
responsibility for it was reasonably well established, agreed to and implemented. 
The Post Office assessed its environment, surveyed user needs, evaluated cor- 
porate strengths, weaknesses, opportunities and threats, and analysed costs and 
benefits of proposed services. Management made considerable effort to 
understand its environment and markets. However, there were weaknesses in this 
assessment because senior managers did not have adequate background informa- 
tion on matters such as resource restrictions, service level trade-offs and 
operational and cost implications of various courses of action. 
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13.60 There were annual analyses of strengths, weaknesses, opportunities 
and threats for individual products and segments of postal operations. During the 
corporate planning phase, an overall assessment of the Post Office was prepared 
by the Marketing and Operations Directorates. 


13.61 For short-term operational planning purposes, senior management set 
objectives and goals more than two years in advance of the applicable fiscal year. 
To do so, they had to make predictions and assumptions about events two to three 
years in the future. This long lead time increased the risk that predictions would 
be faulty and that the assumptions on which the Department's plans were based 
would be invalid by the time of plan execution. 


13.62 Similarly, in the business planning phase, program commitments were 
made more than 12 months before the start of the applicable fiscal year -- before 
resourcing was fully established under financial planning and before person-year 
allocations had been fixed by Treasury Board. Managers were, therefore, making 
commitments to programs without fully knowing what resources were required or 
available. Further, because business planning preceded financial planning and 
dealt more with performance goals than resourcing, there was inadequate integra- 
tion of business and financial planning. 


13.63 The allocation of person-years across the organization had become an 
inflexible process. Business and financial plans were not adjusted during the 
period of their execution. An effective planning system should be dynamic and 
have enough flexibility to reflect changed conditions such as increased mail 
volumes or changes in product mix. Under a fixed system, variances from plan 
might give rise to misleading explanations or provoke inappropriate corrective 
actions. The extent to which an organization can or should react to significant 
environmental changes should be the criterion for designing a planning system. 


13.64 The planning process was further handicapped by the lack of an 
adequate costing system whereby the costs of specific operations could be 
forecast to permit managers to calculate the costs and benefits of alternatives to 
existing services or of proposed new services. 


13.65 The Post Office should revise the planning process to: 
= provide management with the environmental, resourcing, opera- 
tional and other information it requires as input to its planning 


decision-making process; 


= shorten the planning cycle so that decision points are closer to 
the start of the applicable fiscal year; 


- permit better integration of business and financial planning; and 
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eS permit adjustment to plans and budgets to reflect current 
environmental and operating conditions. 


13.66 The Post Office should develop an appropriate cost accounting system. 


13.67 Controlling. The Post Office had a system for monthly reporting of 
actual results against predetermined performance goals. This information, when 
reviewed by the senior management group in its monthly meeting, was about six 
weeks old. On occasion, the financial component of the monthly reports was even 
older. For some of the performance measures reviewed, such a delay was not 
significant, but for others a prompter review was required. However, operating 
managers had their own local systems to report results on a more timely basis. 


13.68 Although the monthly reports did provide a comparison of actual 
results against individual performance goals, there was no single comprehensive 
measure, in dollars or other terms, to assess the efficiency or economy of 
operating performance on an overall basis. There was, in effect, no "bottom line". 
Because there was no composite measure for all goals, it was difficult to evaluate 
the efficiency or economic consequences of having met some of the standard 
performance goals, but not others. As a Crown corporation with the objective of 
financial self-sufficiency, there will be a need for greater attention in the future 
to financial performance. 


13.69 Because there was potential conflict between performance goals, such 
as reducing person-years while increasing level of service, it was unlikely that all 
goals could be simultaneously achieved. The costing and reporting systems did not 
provide managers with appropriate information for making trade-offs between the 
performance goals or for allocating and managing resources. 


13.70 The monthly reporting process for the standard performance measures 
should be revised to ensure that the most appropriate and timely information is 
being presented, taking into consideration the need to give managers at all levels 
better information with which to determine trade-offs between performance goals 
and to assist them in making operational decisions. 


Management of Mail Operations 


13.71 The basic sequence of operations for first class mail within a city is as 
follows: 


Day 1, morning and afternoon: 


- collection of mail from street letter boxes and post offices and 
delivery by truck to mail processing plants. 
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Day 1, evening and night: 


- receipt by processing plant of locally collected mail and mail 
sent from other cities; sorting of mail by mechanical or manual 
means; mail destined within the surrounding urban area (local 
mail) delivered by truck to postal stations; mail for other centres 
(forward mail) transported by air, rail or road to the processing 
plant servicing the destination area. 


Day 2, early morning: 


- receipt of sorted mail at local postal stations and distribution to 
letter carriers who organize the mail according to the sequence 
of their routes. 


Day 2, morning and afternoon: 


- delivery of mail by letter carriers. 


13.72 The collection, processing and delivery of mail in any postal system is 
complicated by several factors: 


- dramatic changes in volume within the week and between 
seasons, making it difficult to schedule both staff and produc- 
tion; 


- variety in the size and shape of mail, much of which is not within 
the dimensions of standard mail acceptable to the sorting 
machines, thereby causing a high level of rejects; 


- the variety of mail services, each with a different speed and 
cost, which complicates production and_ transportation 
scheduling; 


- the number of handling processes that can be automated to only 
a limited degree, requiring a large labour force; and 


~ commitment to deliver mail to nearly every address in the 
country, requiring a massive distribution network. 


13.73 Even with the construction of mechanized mail processing plants, the 
introduction of a postal code, and campaigns by the Post Office to standardize 
mail, a significant portion of all mail and a large portion of mail which should be 
acceptable to the mechanical sorters (machineable mail) has to be manually 
sorted. A major contributor is the mailing habits of the public, such as using odd 
sized envelopes, improperly addressing letters, and mailing in the late afternoon. 
An additional factor is the priority given by the Post Office to meeting delivery 
deadlines that can involve manually sorting machineable mail that might 
otherwise be delayed. 
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13.74 The Post Office provides Canadians with the following seven major 
postal services: 


- First Class - correspondence, post cards, business reply mail, 
printed accounts, receipts, cheques and other financial instru- 
ments. 


~ Second Class - registered newspapers and periodicals. 


- Third Class - greeting cards, advertising matter (both addressed 
and unaddressed), small parcels up to 500 grams, books and 
unregistered periodicals. 


~ Fourth Class - parcels weighing between 500 grams and 16 kilo- 
grams. 


- Priority Post - next day delivery in Canada for users under indi- 
vidual service contracts. 


~ Telepost - electronic mail communication service in which 
messages, via CN/CP telecommunications network, are delivered 
by hand from a designated post office. 


~ Special Services - registered mail, certified mail, money orders, 
special delivery, C.O.D., insurance, etc. 


13.75 In addition to classes, mail is also defined in terms of being standard 
or non-standard. Standard mail is mail meeting predetermined size, weight and 
thickness requirements. It is machineable provided that it is also properly 
addressed, including postal code, although addresses can be typed or neatly hand 
written. Mail is perfectly machineable if it meets the tight tolerances on size, 
type face, position of postal code, etc. required by the optical character reading 
equipment. Non-standard mail is mail not meeting these requirements. 


13.76 We reviewed several of the key processes used to manage the major 
postal operations of the Post Office to assess whether due regard for economy and 
efficiency had been observed. We concentrated on: 


mail processing - the procedures in place to manage processing 
plant operations on a day-to-day basis; 


- national mail distribution - the management controls to plan and 
monitor the movement of mail between major centres in Canada; 


- letter carrier service - the basis of assigning work to letter 
Carriers; and 


- service reliability - the national systems to measure the perfor- 
mance of mail services against the delivery standards set by the 
Post Office. 
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13.77 Mail processing in postal plants. We reviewed the systems and pro- 
cedures by which plant management plans, controls and improves the processing 
of mail through the mechanized postal plants. 


13.78 In the 25 major urban centres across Canada, there are 29 mechanized 
plants -- 27 letter processing facilities and 2 bulk mail plants for parcels and con- 
tainers. These plants are large industrial sites employing from 500 to 2,000 
workers. 


13.79 At least a third of the total Post Office complement of 60,000 person- 
years is involved in mail processing. The plants are the points in the total mail 
collection, processing, transportation and delivery system where bottlenecks are 
most likely to occur. They are also one of the areas in postal operations with the 
greatest potential for productivity improvement. 


13.80 Because most organizations mail in the late afternoon, the Post Office 
schedules collections to bring mail to the processing plants in the early evening. 
To meet delivery standards, it has set processing deadlines that require the mail 
to be out of the plants, particularly mail that is to be forwarded to another city, 
by the early hours of the following morning. Accommodating the public's mailing 
habits and meeting service standards, therefore, result in a narrow time limit for 
processing and impose severe production demands on the processing plants. 


13.81 We found that there was no national policy on whether there should be 
an operational planning and control system in each plant or on what the basic 
objectives and elements of such a system should be. There was, however, a 
national guideline outlining how such a system could work, and recent business 
plans of the plants have included improvements in their planning and control 
systems. The complexity of the system required depends on the size of the plant 
and the mixture of mail it receives. However, because plants have been 
developing or upgrading their own systems, the extent of operational planning and 
control varied from plant to plant. The basic elements of forecasting, scheduling 
and monitoring were generally in place at the plants visited, but there were 
weaknesses and inconsistencies in carrying out these functions. 


13.82 The introduction of large mechanized plants and new procedures has 
made changes necessary in the traditional roles and relationships of operational 
management, production planning and control units in the plants, and mail proces- 
sing management at the district level. These changes have resulted in divided 
responsibility among them for planning, scheduling and control. This has led toa 
weakening of these functions and to duplication of information and effort. 


13.83 There are clauses in the collective agreement with inside workers, 
such as those relating to the use of part-time and casual workers, daily sick leave 
and measuring productivity that, in the opinion of management, restrict the 
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ability of plant managers to make the best use of resources and to manage 
consistently with due regard to economy and efficiency. 


13.84 In general, the operational planning and control systems did not 
provide plant managers with adequate cost and productivity information for 
assessing performance and evaluating the efficiency of alternative processing 
methods. For example, in those situations where there was a choice between not 
meeting service standards or doing so but incurring extra costs, the system did not 
highlight the extra costs involved. 


13.85 In many instances, adequate data on forwarded mail volumes were not 
communicated to other plants, particularly those in different districts, making it 
difficult for the receiving plants to plan and control their activities. 


13.86 Because of the importance of mail processing plants in the total postal 
system and the extent of their use of person-years, effective operational planning 
and control procedures are essential. 


13.87 The Post Office should ensure that appropriate operational planning 
and control procedures are in place in all plants and that roles and responsibilities 
in relation to these functions are clearly defined and communicated to all 
concerned. 


13.88 Our audit disclosed that engineered work standards were generally not 
available and, where they were available, were generally not being used for 
staffing, scheduling operations or monitoring performance. The Department, 
therefore, did not know the extent to which: 


- plant capacity was being efficiently utilized; 
- standards were being met; and 


- human resource savings could be achieved through productivity 
improvement. 


13.89 The mechanization program begun in the early 1970s is nearing 
completion. Two prerequisites for the success of the program, acceptance of the 
postal code and start-up of all plants, have been realized. One of the key justifi- 
cations for introducing mechanization was to achieve savings in human resources. 
Studies by the Post Office show that although there have been some savings in 
this area, they have not been as large as originally anticipated. The use of engi- 
neered work standards in productivity improvement programs could help in achie- 
ving further human resource savings. 
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13.90 Engineered work standards should be developed for all major mail 
processing functions and should be used to determine the extent to which 
productivity improvements can be achieved and to assist in staffing and produc- 
tion planning. 


13.91 National mail distribution. This section of our audit assessed the 
planning and monitoring of the movement of mail between major centres in 
Canada. A large amount of the mail is processed and forwarded by the mail 
processing plants to plants in other cities across Canada. Mail is transported by 
air Carriers and railways and, to a limited extent, by road. The two main factors 
affecting the choice of transport are the class of mail and the distance between 
cities. Other considerations are the schedules and capacities of air carriers. 


13.92 Canada's size and weather conditions make planning and control of 
inter-city transportation a key element in postal operations. From a national 
perspective, we found that the procedures in place were appropriately designed to 
meet the needs of a distribution system. 


13.93 Transportation services were generally acquired with due regard to 
economy, and the associated contracts were administered satisfactorily. The Post 
Office had recently achieved annual savings of approximately $650,000 without 
affecting the level of service by converting some highway service to rail and by 
changing the frequency of shipments and the size of the units. 


13.94 The emphasis placed on meeting local service standards gave higher 
priority to processing and monitoring local mail than forwarded mail. However, 
systems implemented recently should improve controls to ensure that forwarded 
mail meets time and processing standards. 


13.95 Letter carrier service. We reviewed the procedures used to structure 
letter carrier routes and to manage letter carrier operations. 


13.96 To reach the 6.3 million potential points of call five days a week, the 
Post Office employs about 18,000 letter carriers to cover approximately 14,500 
established routes and to provide assistance and relief for illness and leave. 
Included in the established routes are 234 business routes providing two deliveries 
a day and 287 with three deliveries a day. 


13.97 A letter carrier's work day includes sorting and preparing mail as well 
as delivering it. It is based on a standard of 480 minutes and is structured by a 
comprehensive system, using work method study and measurement techniques to 
arrive at time values for each task. 
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13.98 The volume of mail, the number and type of delivery points and the 
terrain are considered in structuring a route. The volume of mail for a route is 
determined by an actual count of mail delivered over a two-week period and 
adjusted for seasonal fluctuations. Included in the 480 minutes are transportation 
allowances to get letter carriers from the depot to their routes and a round trip 
for lunch, and personal allowances for rest periods and wash ups. 


13.99 The route measurement system is designed to allocate an eight-hour 
work day to a letter carrier if the tasks are performed as laid out in the 
structured design. However, departmental studies indicate that a majority of 
letter carriers take only five to six hours to do their assigned work on most days. 
Because they can go home after their mail has been delivered, letter carriers have 
an incentive to reduce their 480 minutes of structured work in various ways. 
These time savers include taking short cuts by walking across lawns and driving 
their own cars to and from routes rather than taking public transportation. They 
may also not take all the personal time allowances included in the structured 
route, and they may work at a pace faster than the standard. Although letter 
Carriers may not necessarily walk their routes exactly as designed, they are 
delivering the mail assigned to them each day. Having letter carriers walk their 
routes as structured would not improve efficiency or result in more mail being 
delivered. 


13.100 Daily mail volumes fluctuate throughout the week. In the original 
design of the route measurement system, these fluctuations were taken into 
consideration by calculating overtime averaged over a 40-hour work week. 
However, the collective agreement with letter carriers now calls for the payment 
of overtime on a daily basis. As a result, letter carriers are paid overtime on high 
volume days when they work more than eight hours, and are paid for a full day on 
low volume days when they work fewer than eight hours. 


13.101 To clear mail backlogs, plants may work overtime on weekends. In 
anticipation of expected higher volumes caused by these processing backlogs, 
letter carriers are called in early and paid overtime on the following Mondays. 
However, the higher volumes had already been taken into consideration in estab- 
lishing the routes. We noted that for some periods during the year in certain 
areas of the country payment of this overtime occurred fairly regularly. 


13.102 Most routes contain a daily transportation allowance of 80 minutes or 
less for the letter carriers to travel, generally by public transportation, to and 
from their routes. Because of a provision in the collective agreement, the Post 
Office cannot change the mode of transportation of a route governed by the use 
of public transportation for which the total transportation allowance is 80 minutes 
or less. As a result, the Department is unable to reduce overall letter carrier 
costs even though opportunities for savings have been identified in this area. 
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13.103 Many of the routes have not been completely remeasured since the 
inception of the route structuring system 10 years ago. The degree of error in the 
original measurement of the routes has, therefore, not been quantified and 
corrected except in isolated instances. 


13.104 The Post Office should review its present procedures relating to the 
provision of letter carrier service with a view to increasing economy and 
efficiency. 


13.105 The Post Office has considered several alternatives to the present 
level of service relating to letter carrier delivery, including: 


- reduction of multiple delivery on many business routes; 
- alternate day delivery on residential routes; 


~ delivery to the residential property line rather than the front 
door; and 


- delivery to groups of boxes rather than residences. 


13.106 In some cases, the present level of service would be reduced and, 
although considerable savings might be made, reduced revenues might also result. 
Depending on how they were introduced, however, these alternatives could have 
serious implications for collective bargaining. 


13.107 Measuring service reliability. We reviewed the extent to which the 
Post Office measured and reported on the service reliability, that is speed and 
consistency of delivery, of its major postal services. In particular, we assessed 
the adequacy of the National Evaluation of Postal Services (NEPS) system which 
measures service performance for first class mail. As part of our review, we 
Carried out our own test of mail service in and between three cities. 


13.108 Reliable information on the quality of mail service is critical to the 
Post Office if it is to meet its objective of providing a reliable mail service to 
Canadians. Even if 95 per cent of the mail is delivered on time, as many as 
800,000 of the 16 million pieces of first class mail delivered each day in Canada 
would arrive late, giving rise to a potential cause of customer dissatisfaction. 
Reliable information is required not only for public reporting purposes, but also 
for internal managerial use. Quality of service is an area of interest to 
Parliament and to mail users. 


13.109 The Post Office systematically measures on a national basis the local 
and forward mail performance of first class machineable mail, fourth class mail, 
priority post and telepost. It also tests second and third class mail on an irregular 
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and localized basis and has procedures for co-operative testing with a number of 
large volume mailers. Despite these efforts, it has limited its systematic 
measurement of mail performance to approximately one third of its annual mail 
volume. The largest portions of mail not systematically measured are the 
manually processed first class mail, which accounts for approximately half of the 
first class volume, and most of the third class mail. The Post Office did not 
regularly publish the results of its mail performance tests. When the Department 
did release performance figures, they were usually NEPS results. 


13.110 The Post Office should ensure that it has appropriate measurement 
systems in place to monitor service performance for each of its major postal 
services. 


13.111 The Post Office should report publicly the mail performance of its 
major postal services at least annually. 


13.112 The Post Office has established service standards for certain of its 
postal services. For example, the following standards apply for first class 
standard mail: 


~ 1-day (overnight) delivery within a local area and between about 
a dozen traditionally paired cities, such as London and Hamilton; 


- 2-day delivery between most other cities in Canada; and 
~ 3-day delivery, principally between cities located on opposite 


coasts of Canada. 


13.113 A comparison of the Post Office's national performance goals estab- 
lished against these standards and actual national results for the year 1980-81 
follows: 


Performance Goals and Actual Results 
for First Class Standard Mail for 1980-81 


Percentage of Mail Delivered 
Within Time Prescribed: 


Local Mail Forwarded Mail 

Performance Actual Performance Actual 

Goal Results Goal Results 

April to November 95% 89% 90% 66% 
December 50 73, 50 60 
January to March 90 87 85 52 
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13.114 Principally for managerial purposes, the Post Office uses the NEPS 
system to measure first class mail performance. It is an extensive testing system 
which provides management with a regular reading on the trends of the Depart- 
ment's service performance. The system also highlights areas of the country 
where there are service problems. 


eb In our opinion, when the Post Office reports on the quality of its mail 
service, the public would expect the measuring system to test: 


- the type of mail the public most frequently uses; and 


- the processes through which the mail is most likely to pass. 


13.116 On this basis, we found that NEPS had the following weaknesses which 
reduced its appropriateness for reporting publicly the quality of mail service: 


~ The full mail operation was not measured, in that collection 
from street letter boxes, delivery to the processing plants and 
delivery by letter carriers were excluded. 


- The Post Office sampled with perfectly machineable mail, which 
was not representative of all types of standard mail capable of 
machine processing. 


- The sample mail was not representative of the split of first class 
mail between manual and mechanical processing since less than 
20 per cent of NEPS test mail was manually sorted while the 
average for first class mail was about 50 per cent. 


- The system did not measure the length of delays or the amount 
of mail that was lost or damaged. 


- In publicly reporting performance goals and actual results, the 
Post Office had generally not fully disclosed the limitations of 
its measurement process nor had it fully explained the meaning 
of its figures. 


13.117 To assess whether these factors might have an impact on the results 
reported by NEPS, we developed an independent statistically-based test to 
measure: 


- the mail performance of local first class mail in the cities of 
Toronto, Ottawa and Vancouver, which account for approxima- 
tely 30 per cent of the NEPS mail volumes, for the months of 
January and February 1981; and 


- the performance of mail forwarded between each of the three 


cities for two weeks in each of the months of January, February 
and April 1981. 
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13.118 The purpose of our test was to determine the extent of any difference 
between the results of the Post Office's measurement and our results, given that, 
in contrast to the Department's methods, we: 


- measured the total mail process from pick-up at street letter 
boxes through to delivery at household and business addresses; 
and 


- expanded the types of test mail to include handwritten and typed 
addresses, different coloured but standard sized envelopes and 
stamped and metered mail. 


13.119 In summary, the results of our tests were as follows: 


- For forwarded mail performance, our results were essentially the 
same as those reported by NEPS for the three months tested. 


- For local mail, our test indicated a lower mail performance for 
the three test cities for the two months tested than that 
reported by NEPS. 

More complete details of our findings are noted below. 
13.120 The results of our test of forwarded mail service reliability between 


the three cities compared to the results reported by the Post Office were as 
follows: 


Forwarded Mail Reliability Tests - First Class Mail 


Number of Results 
Letters inSample (% delivered on time) 


Combined results for all Dept's. OAG's Dept's. OAG's 
three test cities: NEPS Test Test NEPS Test Test 
January 1981 595 497 51% 51% 
February 1981 594 487 53 51 
April 1981 588 12 50 49 
13.121 The differences between the Department's NEPS test for the three 


test cities and our results are not statistically significant. 


13.122 The results of our test of local service reliability compared to those of 
the Post Office are shown in Exhibit 13.2. Observed differences as shown in this 
exhibit are the simple arithmetical differences between the results of our tests 
and those of the Department. They are the best estimates of the true differences 
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Exhibit 13.2 


POST OFFICE DEPARTMENT 


LOCAL MAIL RELIABILITY TESTS - FIRST CLASS MAIL 


January 
1981 


Percentage 
Delivered on Time 
Minimum 
Dept's Observed Probable 
NEPS OAGQG Differ- Differ- 
Test Test ence ence 


Performance 
of Local 
Mail Within 
the Three 
Test Cities 


Toronto 
Ottawa 


Vancouver 


Combined 
Results for 
all Three 
Test Cities 


Combined 
Results 


Number of 
Letters in 
Sample 


21154 Aaso0se 
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February 
1981 


Percentage 


Delivered on Time 


Minimum 
Observed Probable 
OAG _ Differ- Differ - 


Dept's 
NEPS 


Test Test ence ence 


85% 75% 


2,122 1,049 
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which could occur between our results and those of the Department because of 
the differences in our testing methodology. 


13.123 However, because the tests were based on statistical samples rather 
than a complete count of all mail delivered during the test period, the measures 
of difference could be affected by chance occurrences and random events. The 
potential effect of chance can be statistically calculated and applied to the 
observed differences to yield the minimum probable differences shown. It is very 
likely that the real differences between our results and those of the Department 
are at least as large as the minimum probable differences. 


13.124 Based on our work, we are reasonably confident that there were real 
and significant differences between our results and NEPS results; NEPS claims a 
higher local service reliability than our methodology would support. In our 
opinion, for public reporting, the Department's results would overstate local 
service reliability for the three test cities in the two months tested. 


13.125 For publicly reporting the quality of first class mail service, the Post 
Office testing procedures should be modified: 


= to measure the performance of mail that is processed manually; 
= to reflect the total mail handling process; and 


= to include the variety of sizes of envelopes, methods of address- 
ing, etc. used by the public. 


13.126 For publicly reporting mail service performance on any of its postal 
services, the Post Office should specifically state the methods used in arriving at 
its test results. 


Payroll Costs Management 


13.127 Our audit reviewed the management of labour relations, the prepara- 
tion for collective bargaining and human resource planning and training. 


13.128 Management of labour relations. Labour relations management in the 
Post Office includes establishing and implementing negotiable terms and condi- 
tions of employment and associated redress processes. It also includes other 
related activities designed to improve relationships between the employer and the 
employees and their representatives. As part of our audit, we reviewed the 
programs, processes and activities that have been designed to promote harmonious 
employee relations and are directly under the control of Post Office management. 


410 


Post Office Department 


13.129 There has been a history of difficulties in labour relations in the Post 
Office, which have intensified in the last decade, reaching a peak during the 
period of mechanization. These difficulties have sometimes been complicated by 
the involvement of central agencies in such areas as collective bargaining. 


13.130 Co-operative efforts between employees, their unions and manage- 
ment are being made to improve labour-management relations. In spite of these 
constructive efforts, improvement in labour relations is still required. Results 
cannot be expected either quickly or easily. 


13.131 A formal written labour relations philosophy has been developed by 
management and communicated throughout the organization. However, our 
review revealed that this philosophy had not always been reflected in action plans 
with specific targets at each level across the organization. There is a need, which 
is recognized by senior management, to obtain commitment to, understanding of, 
and acceptance of good labour relations objectives, procedures and plans by super- 
visors and managers throughout the organization. 


13.132 Management has recognized the need to improve labour-management 
relations. A number of innovative labour relations and communications programs 
have been introduced in an attempt to achieve improvement. For example, an 
organization-wide communication program known as Cascade has been used to 
convey information to postal employees. A process known as Intergroup was also 
introduced to encourage union representatives and management to meet, discuss 
common problems and attempt to find solutions. Unions and management have 
demonstrated a willingness to co-operate by participating in consultations. 


13.133 Because of the impact of labour relations on the success of the Post 
Office, it is important for management to know whether the labour relations pro- 
grams are having their desired effect. The Post Office has attempted to evaluate 
these programs in various ways. Most of the approaches to evaluation have not 
included employee feedback, except for the Intergroup Program, and generally 
were not performed on an ongoing basis. 


13.134 Further, in our opinion, there was a need for greater input from 
managers, at all levels, in the improvement of labour relations and communica- 
tions programs. An acceptance of and commitment to these programs by 
managers, particularly at the supervisory level, is essential to their success. 


13.135 A formal survey, including requests for feedback from managers, 
would be one way of obtaining information on the effectiveness of the programs, 
as well as encouraging the participation of managers in improving the programs. 
There are also other yardsticks that would be useful in evaluating labour relations, 
most of which are being monitored by the Department. These include staff 
turnover, absenteeism, number of grievances, and so on. 
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13.136 The Post Office should expand its efforts to evaluate systematically 
the effectiveness of its labour relations and communications programs. 


13.137 Although organizational responsibilities and administrative practices 
were clearly defined within the Post Office, labour relations specialists were 
sometimes called on to carry out labour relations responsibilities that had been 
assigned to line managers. Even though line managers had received some training 
in this area, they did not believe that it was sufficient to permit them to dis- 
charge their responsibilities satisfactorily. 


13.138 Senior management recognizes the need to foster constructive 
attitudes and relationships in the labour relations area to create a more co- 
operative work environment. A number of training programs designed to achieve 
such changes are now in place. However, it will take some time for the desired 
changes to occur and for some line managers to acquire the skills necessary to 
promote such an environment. 


13.139 Line managers should receive additional training to enable them to 
better carry out the labour relations responsibilities assigned to them. 


13.140 Collective bargaining process. Our audit included a review of the 
processes followed by Post Office management in preparing for collective 
bargaining and in identifying issues for negotiation. We did not examine actual 
negotiating processes or their results. 


13.141 The Post Office was administering contracts with 29 bargaining units 
and actively participated in negotiating a number of them. This included 
collective bargaining for the two largest units, Canadian Union of Postal Workers 
(CUPW) and Letter Carriers Union of Canada (LCUC), which make up more than 
two-thirds of the total work force. Collective bargaining was conducted within 
the framework of the Public Service Staff Relations Act. This Act and several 
others restricted the items that were open to negotiation. 


13.142 A number of groups have played a significant role in the negotiation 
process, but the Treasury Board, as the employer for government departments, 
had primary responsibility for collective bargaining. In recent years, Treasury 
Board has delegated responsibility for the negotiation of certain postal union con- 
tracts to Post Office management under very specific bargaining mandates. In 
spite of this delegation, Treasury Board has remained closely involved in the pro- 
cess because of the concern that precedents could be set for other public service 
contracts. To obtain clarification of the roles and responsibilities of Treasury 
Board and Post Office management in the collective bargaining process, we met 
with Treasury Board representatives. We found that, in the preparation for 
negotiations, Post Office management carried out the responsibilities delegated 
by Treasury Board. 
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13.143 The Department formally sought the views of managers throughout the 
organization on what issues required negotiation. These issues were used in 
developing general strategies and objectives to be used in current year negotia- 
tions. These negotiation strategies were developed taking into consideration the 
long-term goals and strategies for labour relations. However, we also noted that 
goals and strategies for negotiations beyond the current year had not been estab- 
lished. 


13.144 As a Crown corporation, the Post Office's responsibilities in the area 
of collective bargaining will be significantly increased. Thus, the Post Office will 
have greater opportunity to establish goals for future negotiations and to develop 
a comprehensive approach to identifying and evaluating the cost, operating and 
administrative implications of union and management proposals, and strategies for 
dealing with them. 


13.145 Bargaining objectives for future negotiations should be established and 
strategies for achieving them should be developed. 


13.146 Human resource planning. We examined the systems for ensuring that 
the appropriate number of people are available with the required skills, when and 
where they are needed. 


13.147 In the operational planning process, human resource planning is based 
on targets and productivity levels determined from historical data, rates and com- 
parisons, and projected changes. Human resource allocations are made to each of 
the regions in conjunction with the person-year budget approved by Treasury 
Board. The allocations are then further allotted by the regions to the districts. 


13.148 Engineered work standards were not being used to the extent possible 
to establish human resource requirements, except in the structuring of letter 
carrier routes. Measured work standards existed in a number of areas and were 
being implemented for mail service couriers and counter service. Work standards 
for manual mail processing, which had been developed at one time, were no 
longer being used. Without work standards, it was not possible to determine if 
human resource levels were appropriate to ensure economic and efficient opera- 
tions. 


13.149 Engineered work standards should, where applicable, be used as the 
basis for establishing human resource requirements and making human resource 
allocations. 


13.150 Analyses were carried out to identify potential vacancies for key or 
senior staff positions and, as necessary, to determine the availability of 
successors. In many cases, supervisors and managers had been included in these 
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analyses, at least to the extent of identifying shortages or surpluses. No analysis 
had been conducted and no formal process existed to plan for long-term surpluses 
or shortages for the majority of other employees. Personnel requirements are 
changing over time and will continue to do so as technology changes and 
demographics and related mail volumes shift. This increases the possibility that 
present human resource planning efforts will not be sufficient to ensure that the 
personnel requirements imposed by these changes are met. 


13.151 The Post Office should implement procedures to forecast long-term 
shortages and surpluses in all major human resource groups and to develop action 
plans for dealing with them. 


13.152 Training. We reviewed procedures for identifying training needs to 
meet skill and knowledge requirements to improve job performance and to cope 
with technological and other changes. 


13.153 The responsibility for identifying training needs and for ensuring that 
training takes place rested appropriately with managers throughout the organiza- 
tion. As a result, a great deal of training was provided to meet local needs. 
However, no central group was responsible for developing and maintaining an 
information system on available training programs or for ensuring that the 
effectiveness of the training provided was evaluated. A central group was 
responsible for preparing an annual report on the cost of all training. 


13.154 Responsibility should be assigned to a central group for developing an 
information system on available training programs and ensuring that, across the 
Post Office, training needs are identified and the effectiveness of training is 
evaluated. 


Financial Controls, EDP and Internal Audit 


13.155 Revenue protection. We examined the procedures and controls for 
detecting inadequate postage and collecting postage due. 


13.156 The mailer generally determines the postal rate and uses the appro- 
priate postage meter impression or stamp. The same is true of the large volume 
mailer, who determines the number of pounds or number of pieces in a bulk 
mailing, applies the rate and enters the total postage charge on a statement of 
mailing accompanying the mail to the post office or postal facility. Although the 
Post Office had formulated procedures for detecting inadequate postage and 
collecting postage due, these procedures were difficult to carry out on a 
consistent basis because of unclear responsibilities, inadequate training of staff, 
high volumes of mail at certain times of day and the pressure to meet delivery 
standards. As a consequence, the Post Office had limited information on the 
amount of revenue lost, even though it knew the major areas where postage was 
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likely to be inadequate. Under the IMPAC Action Plan, a task force has been 
assigned responsibility for dealing with this problem and recommending appro- 
priate action. 


13.157 Money order liability. The Post Office issues approximately 27 million 
money orders annually, resulting in cash transactions of about $2.5 billion. It also 
administers the cashing of a large number of foreign money orders on behalf of 
other postal administrations. The present money order computer system to 
control this operation has been in place for approximately ten years. At 31 March 
1981, liability for outstanding money orders accounted for about $61 million of 
the total Post Office liabilities of $76.9 million reported in the Public Accounts of 
Canada. 


13.158 Chapter 6 of our 1977 Report, on the Computer and Information 
Systems Evaluation (CAISE) study, recommended that the Post Office should 
implement procedures to reconcile the money order reports to the general ledger 
in order to ensure the accuracy of reports and to permit the use of computer 
records to support account totals. This recommendation had not been implement- 
ed at the time of our comprehensive audit. 


13.159 As part of our audit, we attempted to carry out a reconciliation of 
outstanding money order files to the general ledger for $55 million of the $61 
million outstanding money order liability at 31 March 1981. We originally 
estimated a potential net difference which indicated the Post Office had 
understated its money order liability by $5.5 million. Since our audit, additional 
information has been provided that could affect the reconciliation; therefore, it 
was not-possible to determine the exact difference, if any. The major problem is 
that the system was designed to ensure that money orders are properly payable 
and not to facilitate reconciliation between money order files and the general 
ledger accounts. Also included in the $61 million liability was an outstanding 
balance of $4.7 million accumulated over many years and representing pre-1970 
money orders which we could not verify because the Post Office could not provide 
supporting documentation. 


13.160 The Post Office should establish appropriate accounting controls over 
money order liability accounts. 


13.161 Management of electronic data processing. Our review concentrated 
on management practices related to the use of EDP resources, particularly in the 
planning for these resources. 


13.162 The Post Office spends approximately $10 million annually and 
employs 270 persons to design and operate its major financial and national 
information systems. The financial systems relating to cash receipts, postage 
meter settings, postal values and money orders record the transactions in more 
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than 8,000 post offices. These systems annually account for cash transactions of 
approximately $4 billion and control the use of 117,000 postage meters, the sale 
of 1.4 billion stamps, and the issuance of 27 million money orders. National infor- 
mation systems provide information on mail volumes, marketing, service reli- 
ability performance, human resource utilization and personnel. 


13.163 At the time of our review, the Post Office did not have a long-range 
plan that covered systems requirements and development and set out EDP goals 
and resource requirements. There was no formal basis for setting priorities for 
systems development. Furthermore, responsibility for ensuring that regular 
reviews of major computer systems were carried out was unclear, with the result 
that very few reviews had been conducted. This was also due in part to the lack 
of available resources. 


13.164 A number of the information systems had been developed independent- 
ly to meet the need for information on volumes, human resource utilization and 
operating results. Management has accepted that there is a need for an 
integrated system and a long-range EDP plan, and their development is being 
addressed in the IMPAC action plan. 


13.165 The Post Office should develop a long-term plan and strategy to meet 
requirements for management information and for related computer processing 
facilities. 


13.166 The Post Office should ensure that all major EDP systems are period- 
ically evaluated. 


13.167 Internal audit. Chapter 12 of our 1978 Report gave the results of a 
government-wide review of internal auditing. We identified the need for compre- 
hensive internal auditing in government and established minimum criteria for the 
performance of such work. The Post Office internal audit function was included 
in the 1978 study. As part of our comprehensive audit, we followed up our 1978 
findings and found that, although the Post Office had made some efforts to 
correct the weaknesses observed, further action is still required in the major 
areas noted below. 


13.168 Following our 1978 review, the Post Office issued a new internal audit 
policy that outlined the reporting relationships within the Department. This 
policy provided clarification of the previous mandate but continued to restrict 
audit activities to financial management. The Post Office, in its IMPAC action 
plan, has a project for revising the mandate of internal audit to provide senior 
management with an appraisal of all aspects of Post Office activities. The 
revision of the mandate was deferred pending conversion to Crown corporation 
status. ; 
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13.169 Similarly, the Post Office had indicated its intention of implementing 
corrective action to overcome the weaknesses noted in the audit planning area. 
The planned revision to the audit policy provides evidence of this intention, but 
successful implementation is dependent on the commitment of senior manage- 
ment. 


13.170 Our review of the expanded scope mandate for internal audit 
submitted to the President of the Corporation for approval indicates that if it is 
implemented senior management should be provided with appropriate information 
and advice. Also, a strengthened internal audit function should increase the 
extent to which this Office can rely on internal audit, thereby avoiding unneces- 
sary duplication. 


13.171 The Post Office should adopt comprehensive internal audit. 


Information for Parliament 


13.172 The Office of the Comptroller General has undertaken a project to 
revise the form and content of the Estimates and the Public Accounts. The Public 
Accounts Committee, in its report of 23 March 1979, recommended that "all 
Crown corporations, as defined in the Financial Administration Act, be included in 
the Estimates, whether or not an appropriation is requested, and a comprehensive 
overview of its activities be provided by each corporation". The following audit 
observations should be considered by the Government and the Post Office in deci- 
sions about the type of information and level of detail that will be provided to 
Parliament. 


13.173 Achievement of objectives. The current Estimates set out the objec- 
tive for the Post Office. This objective is reasonably specific from a financial 
point of view in that the Post Office is to provide postal services "without 
incurring subsidization from general taxation other than that required to cover 
losses specifically identified in relation to other government objectives". 
However, as reported earlier, until the Post Office has completed its identifica- 
tion of all "other government objectives" eligible for subsidization and the 
associated costs and revenues, it will not be in a position to demonstrate that it is 
providing postal services on a break-even basis. 


13.174 Some information on the achievement of objectives is presented now 
in the Estimates in a supplementary table where revenue and costs are broken 
down by classes of mail. The usefulness of this type of information could be 
enhanced if other government objectives and the associated costs and revenues 
were identified in the Estimates. This has been done for the subsidy associated 


with the delivery of publication mailings. 
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13.175 The other aspect of the objective, "standard of service adequate to 
meet their (people of Canada) needs", has been defined by the Post Office in 
terms of speed, reliability and availability of postal services to the public. The 
Department has developed service standards in these areas. Disclosure of 
summary information on standards of service should be presented in the Estimates 
to help Members of Parliament understand this aspect of the objective. If this 
information were disclosed, information on achievement compared to the 
standards could also be provided. 


13.176 Performance information. Moving the mail involves four basic activi- 
ties: mail collection and delivery; mail distribution (transportation between post 
offices); mail processing; and marketing, including counter services. Each can be 
divided into a number of sub-activities or processes that are carried out at many 
locations across Canada. For example, the mail processing activity can be subdi- 
vided into manual and mechanical mail processing. To help Members of 
Parliament assess the need for the level of resources requested, the Estimates 
could show summary data on factors affecting the resource requirements for each 
activity or process. Examples would be data on projections of volumes of mail 
that can be sorted by mechanical means and of non-machineable mail, projections 
of productivity (output compared to input) and projections of efficiency 
(productivity compared to a standard). 


13.177 A comparison of planned results for the Estimates year with forecast 
results for the current year would be useful in assessing the allocation of 
resources to the program. Explanations of variances between planned and actual 
results could then be presented in the Public Accounts or the Annual Report. 


13.178 Supplementary information. Assumptions about the future environ- 
ment of the Post Office that were used in developing its Estimates would also be 
useful information for Members of Parliament. Such assumptions include 
forecasts of demographic shifts and changes in mail volumes. Similarly, the 
Estimates could include summaries of cost-benefit studies of levels and means of 
providing service where the results of such studies have an impact on the level of 
resources requested in the Estimates. 


13.179 Because of the size of the work force and the fact that salaries and 
wages are the largest expense incurred by the Post Office, Members of 
Parliament may be interested in information on salaries and wages and on the 
major collective bargaining agreements. 
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Summary of Recommendations and Department's Comments 


Recommendations 


Program Effectiveness 


13.48 


13.51 


13.53 


The performance of all major 
services should be regularly 
measured, the results com- 
pared to established standards 
of service, and appropriate 
action taken when there are 
significant differences be- 
tween actual and standard. 


Procedures should be institu- 
ted, where practical, to moni- 
tor adherence to _ national 
directives on service availa- 
bility, assess their cost and 
revenue implications, and eva- 
luate their continuing appro- 
priateness. 


The Post Office should iden- 
tify, to the extent practicable, 
all services that are in support 
of other government objec- 
tives and determine the costs 
and revenues reasonably attri- 
butable to them. 
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Our planning contemplates expansion 
of the present performance measure- 
ment program. These enhancements, 
after careful consideration of costs 
and benefits, will result in improved 
availability and quality of information, 
more meaningful analysis of the 
results and more effective action in 
cases of significant deviations from 
established standards. 


Service availability is being monitored 
periodically through functional audits 
including continuous analysis of 
customer reaction. Canada Post plans 
for improvements in cost and revenue 
information will provide the basis for 
continuous and more effective analysis 
of service availability. 


The Canada Post IMPAC Plan provides 
for the development and implementa- 
tion of improved cost accounting sys- 
tems including the identification of 
related costs/revenues of services in 
support of other government objec- 
tives. For the interim, Canada Post is 
looking at means of improving the 
information relative to product reve- 
nue and costs. 


Post Office Department 


Recommendations 


Corporate Planning and Control 
13.65 The Post Office should revise 
the planning process to: 


provide management with 
the environmental, resour- 
cing, operational and other 
information it requires as 
input to its planning deci- 
sion-making process; 


shorten the planning cycle 
so that decision points are 
closer to the start of the 
applicable fiscal year; 


permit better integration 
of business and financial 
planning; and 


permit adjustment to plans 
and budgets to reflect 
current environmental and 
operating conditions. 

13.66 The Post Office should de- 
velop an appropriate cost 
accounting system. 


13.70 The monthly reporting process 
for the standard performance 
measures should be revised to 
ensure that the most appro- 
priate and timely information 
is being presented, taking into 
consideration the need to give 
managers at all levels better 
information with which to 
determine trade-offs between 
performance goals and to 
assist them in making opera- 
tional decisions. 
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All of the suggested improvements 
identified with respect to the planning 
process are being addressed in the new 
planning system now in the process of 
implementation. 


The development of an appropriate 
cost accounting system is one of the 
major projects identified in the 
IMPAC Plan, Accounting Projects. 


The monthly reporting process to pro- 
vide appropriate and timely informa- 
tion for standard performance mea- 
sures is subject to continuous review. 


Part of this review is the IMPAC - 
Cost Accounting Project which should 
assist decision-making in trade-offs 
between performance’ goals and 
resource allocation. 


Post Office Department 


Recommendations 


Management of Mail Operations 
13.87. The Post Office should ensure 
that appropriate operational 
planning and control proce- 
dures are in place in all plants 
and that roles and responsi- 
bilities in relation to these 
functions are clearly defined 
and communicated to all con- 
cerned. 


13.90 Engineered work standards 
should be developed for all 
major mail processing func- 
tions and should be used to 
determine the extent to which 
productivity improvements 
can be achieved and to assist 
in staffing and _ production 
planning. 

13.104 The Post Office should review 
its present procedures relating 
to the provision of letter 
carrier service with a view to 
increasing economy and effi- 
ciency. 
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Canada Post management has taken 
steps to ensure that in the largest 
mechanized plants Production Plan- 
ning and Control systems (PP & C) are 
in place and operating. A corporate 
project plan has been developed to re- 
examine the approach to design and 
application of national PP &C sys- 
tems including the smaller plants. 
This approach will include considera- 
tion of policy and procedures, organi- 
zational structure, roles and responsi- 
bilities, processing priorities and ade- 
quate staffing to meet service specifi- 
cations. 


Engineered work standards are being 
developed for major mail processing 
functions. Upon completion of this 
developmental phase, these standards 
will be made available to operating 
groups in order to assist in staffing 
and production planning. 


Canada Post is presently engaged in an 
evaluation of the appropriateness and 
currency of the procedures related to 
all standards under the Letter Carrier 
Route Measurement System (LCRMS). 
Where applicable route structuring 
formulae will also be reviewed in con- 
cert with contractual agreements. 


When this review is completed correc- 
tive action will take place as required. 


The results of the overall evaluation 
will ensure that the LCRMS produces 
a fair and equitable measure of a day's 
work. 


Post Office Department 


Recommendations 


13.110 The Post Office should ensure 
that it has appropriate mea- 
surement systems in place to 
monitor service performance 
for each of its major postal 
services. 

13.111 The Post Office should report 

publicly the mail performance 

of its major postal services at 
least annually. 


13.125 For publicly reporting the 
quality of first class mail ser- 
vice, the Post Office testing 


procedures should be modified: 


to measure the perfor- 
mance of mail that is pro- 
cessed manually; 


to reflect the total mail 
handling process; and 


to include the variety of 
sizes of envelopes, 
methods of addressing, etc. 
used by the public. 

13.126 For publicly reporting mail 
service performance on any of 
its postal services, the Post 
Office should specifically 
state the methods used in 
arriving at its test results. 
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The proposed NEPS External system 
will provide for a measuring system to 
monitor service performance for 
major postal services. This plan is 
now in the process of economic eval- 
uation. 


The principle of public disclosure of 
mail performance results is a matter 
for continuing consideration and will 
be recommended to management of 
the Corporation. 


The Corporation's long-range plans 
provide for a program to improve mail 
testing. Specifically, the NEPS 
External plan designed to provide 
better testing of the quality of first 
class mail service using external 
organizations is being evaluated. 


If a decision is made in future to 
publicize test results, consideration 
will also be given to naming a contact 
who can provide information on the 
methods used in arriving at the test 
results. 


Post Office Department 


Recommendations 


Payroll Costs Management 


13.136 The Post Office should expand 
its efforts to evaluate syste- 
matically the effectiveness of 
its labour relations and com- 
munications programs. 


13.139 Line managers should receive 
additional training to enable 
them to better carry out the 
labour relations responsibili- 


ties assigned to them. 


13.145 Bargaining objectives for 
future negotiations should be 


established and strategies for 


achieving them _ should be 
developed. 
13.149 Engineered work standards 


should, where applicable, be 
used as the basis for establish- 
ing human resource require- 
ments and making human 
resource allocations. 
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It is the objective of Canada Post to 
ensure the commitment and dedication 
of its employees in attaining corporate 
goals. A number of strategies have 
been developed to achieve: 

(a) improvements in employee/ 
management relations; and 

(b) expedient and complete 
exchange of information. 


These activities will be systematically 
and consistently appraised. 


Canada Post has plans and strategies 
identified as "Improvement of Middle 
Management and Supervisory Effec- 
tiveness". These address the topic of 
managers' training, including the 
aspect of labour relations. The full 
implementation of these plans should 
result in more effective labour rela- 
tions. 


As a Crown corporation, Canada Post 
will assume full responsibility over 
collective bargaining. It is recognized 
that long-term strategies and objec- 
tives for bargaining form a part of the 
total process and as such will be 
developed and included in this aspect 
of corporate responsibility. 


Engineered work standards are being 
developed for major mail processing 
functions. Upon completion of this 
developmental phase, these standards 
will be made available for establishing 
resource requirements. 


Post Office Department 


Recommendations 


13.151 The Post Office should imple- 
ment procedures to forecast 
long-term shortages and sur- 
pluses in all major human 
resource groups and to develop 
action plans for dealing with 
them. 


13.154 Responsibility should be 
assigned to a central group for 
developing an information sys- 
tem on available training pro- 
grams and_ ensuring _ that, 
across the Post Office, 
training needs are identified 
and the effectiveness of 
training is evaluated. 


Financial Controls, EDP and Internal 
Audit 


13.160 The Post Office should esta- 
blish appropriate accounting 
controls over money order 
liability accounts. 


13.165 The Post Office should 
develop a long-term plan and 
strategy to meet requirements 
for management information 
and for related computer pro- 
cessing facilities. 


Department's Comments 


Canada Post's current career and 
succession planning strategies will 
enable the Corporation to forecast 
requirements and to develop action 
plans for human resourcing. 


The responsibility for all aspects of 
training will be included in the role of 
the Senior Personnel Executive of the 
Corporation. 


It is the opinion of Canada Post that 
sufficient accounting controls and sys- 
tem safeguards exist over money order 
operations and corresponding liability 
generated by money order sales. The 
aspect of reconciliation of money 
order and other subsidiary accounts to 
the General Ledger is being addressed 
by the National Reconciliation Proce- 
dures project. The full implementa- 
tion of these procedures will 
strengthen the reconciliation process 
and ensure the propriety of General 
Ledger account totals. 


A long-term plan and strategy to meet 
requirements for management infor- 
mation and for related computer pro- 
cessing facilities have been included in 
the IMPAC Project and will be inte- 
grated in the corporate long-range 
plans for Canada Post Corporation. 
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Recommendations 


13.166 The Post Office should ensure 
that all major EDP systems 
are periodically evaluated. 


13.171 The Post Office should adopt 
comprehensive internal audit. 
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Department's Comments 


Responsibility for this aspect will be 
included in the new corporate organi- 
zation. 


The policy statement designed to 
change the scope of Internal Audit to 
meet the requirements of the organi- 
zation, together with the applicable 
proposed organization and audit plan, 
are ready and await the approval of 
the Board of Directors of Canada Post 
Corporation. 
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OBSERVATIONS ON THE FINANCIAL STATEMENTS AND OPERATIONS 
OF CROWN CORPORATIONS AND OTHER ENTITIES 


14.1 Introduction. This chapter elaborates on the more significant qualifi- 
cations and other observations included in our audit reports on the annual 
financial statements of Crown corporations and other entities. 


The Office audits and reports on the annual financial statements for 
34 of the agency and proprietary Crown corporations listed in Schedules C and D 
to the Financial Administration Act (FAA). Audits of these corporations are 
carried out and reported on in accordance with the provisions of section 77 of the 
FAA, which includes the requirement that the auditor "...call attention to any 
other matter falling within the scope of his examination that in his opinion should 
be brought to the attention of Parliament." 


The Office also audits and reports on the annual financial statements 
of 50 other separate entities. These include departmental Crown corporations 
listed in Schedule B to the FAA, boards, commissions, territorial governments and 
their agencies, separate funds and special accounts such as the Exchange Fund 
pects the Canada Pension Plan Account and the Unemployment Insurance 

ccount. 


Our audit reports on current year financial statements include qualifi- 
cations or other observations where we found: 


- deficiencies or inconsistencies in the application of stated 
accounting policies; 


- transactions that did not comply with Treasury Board guidelines; 
or 


- significant transactions that were not within the statutory 
powers of a corporation. 


14.2 Canada Employment and Immigration Commission - Benefit and Over- 
payment System. Paragraph 11.9 of our 1980 Report drew attention to weak- 
nesses in the control of the Benefit and Overpayment System of the Unemploy- 
ment Insurance Account. Our audit report to the Minister of Employment and 
Immigration on the financial statements of the Unemployment Insurance Account 
for the year ended 31 December 1980 disclosed that the Commission, in 1980, had 
continued its efforts to improve controls over benefit payments through the more 
extensive application of new systems and other procedures. However, the audit 
established that some benefits had been paid to claimants who were not entitled 
to them, and some claimants had not received the benefits to which they were 
entitled. 
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Modification or implementation of new systems for applying the 
Unemployment Insurance Act will take a number of years before results can be 
noted. During 1979, the Commission implemented and modified a number of 
significant systems and, in 1980, expanded their applications. As a result of these 
changes, we have modified our study, and a comparative estimate of overpay- 
ments and underpayments, relative to the detailed study of 1978, cannot be 
determined. For that year, the statistical sample included expanded procedures 
to verify the validity of information submitted to the Commission by employers. 
The results of that study indicated that the total amount of over ayments not 
previously identified by the Commission was estimated to be $590 million; 
underpayments were estimated to be $67 million. 


However, based on the results of our modified study of claims paid in 
1980, we established that overpayments and underpayments not previously identi- 
fied by the Commission still exist. Also, the results of the study indicated again 
that, in a significant number of instances, the Commission did not adhere to all its 
administrative procedures in processing continuing benefit payments. This could 
have resulted in additional overpayments and underpayments. 


During 1979 and 1980, the Commission implemented and expanded a 
number of significant systems that it believes will improve controls over the 
benefit and overpayment system. These include: 


- a Decision Monitoring System designed to ensure that all initial 
claims and related decisions processed by regional computer 
centres have been authorized and approved by insurance agents, 
and properly recorded; 


- a new Record of Employment form and system to reduce the 
incidence of errors in data supplied by employers; and 


- a new Report on Hirings System which requests employers to 
supply the Commission, on a voluntary basis, with information on 
the hiring of new employees. 


Also in 1980, the Quality Control and Quality Assurance System was 
modified. This system is designed to intercept and correct errors prior to input to 
the computer and to identify the source of recurring errors so that preventive 
action can be taken. 


Our Office will continue to monitor the results of these changes and 
will conduct detailed studies of benefits paid to claimants to measure the effect 
of these changes. 


14.3 Canada Pension Plan - Need to develop long-term financing arrange- 
ments. We first drew the attention of Parliament to the funding of the Canada 
Pension Plan in paragraph 17.6 of our 1977 annual Report. 


When the Plan was established in 1965, it was recognized that the 
combined employer-employee contribution rate of 3.6 per cent would be sufficient 
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to meet expenses for benefits and administration only for a limited time and that 
a review of the financing arrangements would be required 10 to 15 years after 
beginning operation. In the initial years, the excess of contributions and interest 
income over benefits and expenses would result in the accumulation of funds 
which would be made available to the provinces. At 31 March 1981, the excess 
amounted to $18.9 billion ($16.8 billion in 1980). 


Under the Canada Pension Plan legislation, the Chief Actuary of the 
Department of Insurance is required to prepare, at least once every five years, an 
actuarial report on the operation of the Act and the state of the Canada Pension 
Plan Account. The most recent report, tabled in the House of Commons on 18 
December 1978, indicated that, if no changes were made to the combined 
employer-employee contribution rate of 3.6 per cent, the annual cost of benefits 
and expenses would, by the year 1985, exceed the amount of annual contributions. 
If the increase in the contribution rate were delayed beyond 1992, the Fund would 
start to decline and, by the year 2003, would be exhausted. 


Agreement by the federal government and the provinces is required to 
alter the Plan's financing arrangements. When agreement to do so has been 
reached, it normally requires at least a two-year-and-one-day period of exposure 
to Parliament before coming into force. These requirements and the action being 
taken to address long-term financing arrangements are disclosed in the last two 
paragraphs of Note 3 to the financial statements: 


While the Canada Pension Plan is administered by the Government of 
Canada, the Government does not have exclusive authority to effect 
changes to the Plan. Under existing legislation, any proposed enact- 
ment to alter the general level of benefits or the rate of contributions 
requires agreement by at least two-thirds of the ten provinces having 
an aggregate of not less than two-thirds of the population, and at least 
a two-year-and-one-day period of exposure to Parliament before 
coming into force. However, the exposure period to Parliament has 
been waived on two previous occasions when changes to the Plan have 
been enacted. 


A long-term financing philosophy for the Plan which will include the 
timing and rate of increase of the contribution rate is being considered 
by the Provinces and the Federal Government. 


The establishment of a long-term financing philosophy had _ its 
beginning in 1977 when a sub-committee of the federal-provincial Continuing 
Committee of Officials on Fiscal and Economic Matters was given the task of 
assessing the Plan's financing issues. The technical phase of this work has been 
completed. At the present time, the federal government and each of the ten 
provincial governments are proceeding with a policy development phase under 
which it is expected that each government will generate its own policy options. 
Once these options are developed, negotiations will begin between the federal 
government and the provinces. No firm target date, however, has been set for 
completing the policy development phase or for beginning the negotiation phase. 
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In our audit report to the Minister of National Health and Welfare on 
the statements of transactions of the Canada Pension Plan Account and the 
Canada Pension Plan Investrnent Fund for the year ended 31 March 1981, we drew 
attention to the major financial changes which were projected to take place by 
1985, 1992 and 2003. We also pointed out that, because a change in the general 
level of benefits or in the rate of contributions requires agreement by the 
provinces and, unless waived, at least a two-year-and-one-day exposure to 
Parliament, a decision on long-term financing arrangements needs to be made in 
the near future. 


14.4 The Exchange Fund Account - Valuation of gold holdings and the inclu- 
sion in income of net gains on the sale of gold. The Exchange Fund Account is an 
account in the name of the Minister of Finance, governed by the Currency and 
Exchange Act and administered by the Bank of Canada, to aid in the control and 
protection of the external value of the Canadian dollar. 


The accounting treatment given to two matters, although in 
accordance with the Exchange Fund Account stated accounting policies, in our 
opinion, is not in accordance with section 16 of the Currency and Exchange Act. 


The two matters are: 


- Gold holdings of 20,982 thousand fine ounces at 31 December 
1980 and carried at approximate historical cost (U.S. $44.64) and 
not adjusted to commodity market value (U.S. $589.90). Asa 
result, income does not include unrealized valuation gains equal 
to the difference between commodity market values and 
approximate historical costs. 


- Realized net gains on sales of gold ($800.8 million in 1980) are 
recorded as valuation gains, taken into income in equal amounts 
over a three-year period, and paid over to the Consolidated 
Revenue Fund (CRF) over a three-year period. These realized 
net gains should be entirely taken into income of the year, and 
paid over to CRF within three months after the end of the year. 


Our audit report to the Minister of Finance for the year ended 31 
December 1980 disclosed these matters as items that should be brought to the 
attention of Parliament. Officials of the Department of Finance have indicated 
that they will propose amendments to the Currency and Exchange Act to provide 
explicit authority for the accounting treatment currently being followed by the 
Exchange Fund Account. 


14.5 National Capital Commission - Improper disclosure of unexpended 
balances of parliamentary appropriations. Paragraph 11.17 of our 1980 Report 
disclosed the retention of the unexpended balances of appropriation. 


In the year ended 31 March 1981, the National Capital Commission 
received an amount of $35.9 million (1980 - $31.6 million) under the authority of 
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Vote 45 in respect of net operating expenditures. Of this amount, $2.9 million 
(1980 - $2.6 million) was not expended by the Commission at 31 March 1981, and 
it 1s Our opinion that it should be shown as a current liability at that date and 
returned to the Consolidated Revenue Fund (CRF). Prior to 1980, the unexpended 
balances were returned by the Commission to the CRF. The Commission, on the 
basis of legal advice from the Department of Justice, has retained the $2.9 
million to finance future years' expenditures and has disclosed this amount as a 
component of the Equity of Canada under the heading "General Fund". 


The effect on the Commission's financial statements of not recording 
the unexpended balances as amounts owing to Canada is an understatement of the 
current liabilities and the working capital deficiency of $5.5 million at 31 March 
1981 (1980 - $2.6 million) and an overstatement of the Equity of Canada of $5.5 
million, as well as an improper disclosure of a liability under the Equity of 
Canada. 


Our view is that any appropriation received during a fiscal year should 
only be used for operating expenditures during that year; any excess of amounts 
received over amounts expended should lapse in accordance with the Financial 
Administration Act and be returned to the CRF in the following year. We believe 
that this position is consistent with the intention of Parliament as reflected in the 
wording of Vote 45 in 1980-81. Furthermore, parliamentary control is lost if the 
annual appropriation received by the Commission in a particular year is used to 
finance expenditures of a future year in excess of the amounts approved by 
Parliament for that year. 


During 1980-81, the Commission used the unexpended balance of the 
1979-80 appropriation of $2.6 million to repay loans from Canada as directed by 
the Treasury Board. In our view, these funds should have been used to repay 
lapsed funds. 


In our audit report to the Minister of Public Works, our opinion on the 
financial statements of the Commission for the year ended 31 March 1981 was 
qualified accordingly. 


14.6 Royal Canadian Mint - Commercial practices inconsistent with 
government policy and guidelines. In our audit of the Royal Canadian Mint for the 
year ended 31 December 1980, we noted that the Corporation had entered into 
agreements with foreign distributors for the promotion and sale of Canadian 
numismatic coins. Our examination revealed that the Corporation had, after 
31 December 1980 as well as in prior years, engaged in the business practice of 
discharging certain of its debts by making payments to third parties in 
Switzerland and Belgium on account of one of the Corporation's foreign 
distributors. In accordance with written instructions from one foreign distributor, 
pursuant to an agreement to share advertising and promotional expenses incurred 
by him, the Corporation made payments totalling approximately $58,000 over a 
period of three years to third parties in countries other than that of the foreign 
distributor's place of business. 
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In December 1976, the President of the Treasury Board stated in the 
House of Commons the Government policy and guidelines on the standards of 
business conduct and commercial practices expected of Crown corporations in 
international trade. 


In June 1981, we informed the Board of Directors and senior officers 
of the Mint that, in our opinion, these practices were inconsistent with the intent 
of the Government policy and guidelines relating to commercial practices of 
Crown corporations as announced in the House of Commons in December 1976. 


In October 1981, in view of the concern expressed by our Office, the 
Board of Directors directed management to discontinue these practices. Nothing 
came to our attention during the course of our examination to indicate financial 
impropriety for personal gain by members of the Corporation. This Office will 
continue to monitor this matter. 


As required by section 77(1) of the Financial Administration Act and 
recommendations of the Public Accounts Committee, we made reference to this 
matter in our report to the Minister of Supply and Services on the examination of 
the Corporation's accounts for 31 December 1980. 


14.7 Entities included in Volume I of the Public Accounts. Financial state- 
ments for the following entities, together with our audit reports on them, are 
included in Volume I of the Public Accounts under the following sections: 


Section 7 

Canada Pension Plan Account 

Canada Pension Plan Investment Fund 

Government Annuities Account 

Royal Canadian Mounted Police (Dependants) Pension Fund 

Unemployment Insurance Account 

Section 9 

Exchange Fund Account 
14.8 Entities included in Volume II of the Public Accounts. Financial state- 
ments for the following entities, together with our audit reports on them, appear 
in Volume II of the Public Accounts under the heading of their related 
departments: 


Agriculture 


Agricultural Products Board 
Agricultural Stabilization Board 
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Communications 


Canada Council 

National Arts Centre Corporation 

National Film Board 

National Museums of Canada 

Social Sciences and Humanities Research Council 


External Affairs 

International Development Research Centre 
Industry, Trade and Commerce 

Standards Council of Canada 
Labour 

Canadian Centre for Occupational Health and Safety 
National Health and Welfare 

Medical Research Council 
Privy Council 


Board of Trustees of the Queen Elizabeth II Canadian Fund 
to Aid in Research on the Diseases of Children 
Economic Council of Canada 


Science and Technology 


Natural Sciences and Engineering Research Council 
Science Council of Canada 


14.9 Crown corporations included in Volume III of the Public Accounts. 
Financial statements for the following Crown corporations, together with our 
audit reports on them, are included in Volume III of the Public Accounts. 


Atlantic Pilotage Authority 

Atomic Energy of Canada Limited 

Canada Deposit Insurance Corporation 
Canadian Arsenals Limited 

Canadian Broadcasting Corporation 
Canadian Commercial Corporation 
Canadian Dairy Commission 

Canadian Film Development Corporation 
Canadian Livestock Feed Board 

Canadian National (West Indies) Steamships, Limited 
Canadian Patents and Development Limited 
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Canadian Saltfish Corporation 

Crown Assets Disposal Corporation 
Defence Construction (1951) Limited 
Eldorado Aviation Limited 

Eldorado Nuclear Limited 

Export Development Corporation 

Farm Credit Corporation 

Freshwater Fish Marketing Corporation 
Great Lakes Pilotage Authority, Ltd. 

The Jacques Cartier and Champlain Bridges Incorporated 
Laurentian Pilotage Authority 

Loto Canada Inc. 

National Battlefields Commission 

National Capital Commission 

National Harbours Board 

Northern Canada Power Commission 
Northern Transportation Company Limited 
Pacific Pilotage Authority 

Royal Canadian Mint 

The St. Lawrence Seaway Authority 

The Seaway International Bridge Corporation, Ltd. 
Teleglobe Canada 

Uranium Canada Limited 


14.10 Entities excluded from the Public Accounts. We also report on the 
financial statements of the following entities which do not appear in the Public 
Accounts: 


Airports Revolving Fund 

Army Benevolent Fund 

Canadian Army Welfare Fund 

Canadian Broadcasting Corporation Pension Board of Trustees 
Canadian Forces Personnel Assistance Fund 
Canadian Grain Commission 

Compensation Fund (Yukon Territory) 

Eldor Resources Limited 

Fisheries Prices Support Board 

Government of the Northwest Territories 
Government of the Yukon Territory 

Grimshaw Trucking and Distributing Ltd. 
International Fisheries Commissions Pension Society 
Northern Pipeline Agency 

Northern Transportation Pension Plan 

Northwest Atlantic Fisheries Organization 
Northwest Territories Housing Corporation 
Northwest Territories Liquor Control System 
Northwest Territories Workers! Compensation Board 
Parliamentary Restaurant 

Pinawa General Hospital 

Post Office Guarantee Fund 


438 


Observations on Financial Statements 


Public Works Lands Company Limited 

Royal Canadian Air Force Benevolent Fund 

Royal Canadian Mounted Police Benefit Trust Fund 
Royal Canadian Mounted Police Fine Fund 

Royal Canadian Naval Benevolent Fund 

Yukon Housing Corporation 

Yukon Liquor Corporation 
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OBSERVATIONS REPORTED UNDER 
SECTIONS 7 AND 11 OF THE AUDITOR GENERAL ACT 


Introduction 
Wea | This chapter reports on three types of matters: 


- observations under section 7 of the Auditor General Act on 
matters raised in previous annual Reports that have not been 
adequately dealt with by the Government; 


- observations under section 7 of the Auditor General Act on 
matters raised for the first time that are not included elsewhere 
in this Report; and 


- a report under section 11 of the Auditor General Act on our 
continuing review of the Oil Import Compensation Program. 


Observations Under Section 7 on Matters Raised 
in Previous Reports 


15.2 Department of Secretary of State - Failure to remedy previously 
reported inadequacies in controls over the Canada Student Loans Program. We 
have repeatedly brought to the attention of both management and Parliament 
serious inadequacies in controls over the Canada Student Loans Program. Little 
Or no corrective action has been taken. We commented on this Program in our 
annual Reports of 1972 (pages 217 and 218), 1975 (pages 196 and 197) and 1977 
(pages 48 through 50). 


The purpose of the Canada Student Loans Program is to make financial 
help available to students who require assistance to carry on full-time studies at 
the post-secondary level of education. Under the Program, the Federal Govern- 
ment guarantees loans made by approved lending institutions and pays interest to 
them during an "interest-free" period. Loans are "interest-free" to the student 
during the period of full-time studies and a period of six months thereafter. 
Beginning with the seventh month after cessation of full-time studies, the student 
becomes liable for interest and must start repaying the loan. 


Inadequacies in controls over the Canada Student Loans Program 
include among others: 


= no procedures to reconcile detailed records of loans outstanding 
with appropriate control totals to help ensure that interest pay- 
ments to approved lenders are made only as required by the 
Program; 


- average delays of 3 months and, in certain cases, up to 12 
months between the time a loan is reported delinquent by the 
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lending institution and the time collection action is initiated by 
collection agencies; 


~ inadequate procedures to monitor and assess the performance of 
collection agencies; 


- insufficient controls over the data processing function to ensure 
that all data processed are authorized, complete and accurate; 
and 


~ no provision for off-site storage of duplicate computer files and 
programs to guard against loss of data in the event of destruc- 
tion of original records. 


In our view, it is unacceptable that an operation the size of the 
Canada Student Loans Program should continue to have such inadequate control 
procedures. Loans outstanding under the Program have grown from approximately 
$570 million in 1976 to approximately $765 million in 1981. Since inception of the 
Program in 1964, lending institutions have requested payment from the Govern- 
ment for approximately 93,000 defaulted loans amounting to some $173 million. 
The Department has advised us that systems and procedures for management of 
this Program will be revised by April 1983. 


1523 Acquisition of Radio Engineering Products Limited as satisfaction for 
debts to the Crown. Our 1972 Report (paragraph 101) described the 
circumstances which led to the acquisition of Radio Engineering Products Limited 
in 1972 as satisfaction for debts of $4.3 million due to the Crown. The Standing 
Committee on Public Accounts has asked us to report each year on the results of 
this transaction. 


In our 1978 Report (paragraph 22.15), we summarized events which led 
the Company to file a voluntary declaration of bankruptcy in 1975. In our 1980 
Report (paragraph 12.4), we noted that $503,000 was on deposit with the Trustee 
in Bankruptcy at 31 March 1980. The Trustee has informed us that he had 
$564,954 on deposit at 31 March 1981. 


Distribution of trust moneys to the Crown has been delayed pending 
the outcome of litigation involving a claim by the Company against two of its 
senior officers and a counter claim by the senior officers. The initial court 
hearing for this litigation has been set for 15 February 1982. 


Observations Under Section 7 on Matters 
Raised for the First Time 


15.4 Department of Indian Affairs and Northern Development - Question- 
able safeguards over the release of Indian capital moneys. The Department of 
Indian Affairs and Northern Development is responsible for managing "Indian 
moneys", defined as all moneys collected, received or held by Her Majesty for the 
use and benefit of Indians or bands. The Indian Band Funds are held in the Con- 
solidated Revenue Fund and administered in accordance with the Indian Act 
(R.S.C., 1970, c.I-6). Each of these Funds is divided into two accounts -- a 
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capital account and a revenue account. Section 64 of the Indian Act provides that 
the Minister may, with the consent of the council of a band, authorize 
expenditures from Indian capital moneys for a number of specific purposes, and 
",..for any other purpose that in the opinion of the Minister is for the benefit of 
the band." 


During the year, the Department authorized payment of $12 million to 
a band council from the band's Capital Fund to be placed in interest-bearing trust 
accounts. We found no evidence of written authorization by the Minister or crite- 
ria used for the decision. 


The Minister approved payment from band Capital Funds of $35 
million to another band council for the purpose of "... forming a Band-owned Trust 
Company". Our examination showed that only $8 million of this amount had been 
used for the purpose approved by the Minister. The balance was placed by the 
band council with a trustee appointed by the council, who invested $18 million in 
short-term deposits and $9 million in a commercial joint venture involving the 
band council and a public company. Because the trust company is governed by the 
federal Trust Companies Act, only the $8 million has the investment risk 
safeguards afforded by that Act. The remaining $27 million was not expended by 
the council for the purpose authorized by the Minister. The Department advises 
us that it is working with the band council to correct the situation. 


15.5 Department of Public Works - Building acquired in 1976 and not used. 
In 1976, the Department of Public Works paid $1.98 million for a partially com- 
pleted building in the National Capital Region, mainly to provide space for the 
National Museums of Canada. The purchase price for this 120,000 square foot 
building included 5 acres of land. 


The building has remained vacant because of delays in preparing it for 
occupancy. These delays resulted from changes in plans by the National Museums 
and the Department of Public Works. 


The Department has advised us that final construction and preparation 
for occupancy will not likely be completed before 1983. 


15.6 Department of Transport - Double benefits to Canadian National 
resulting from failure to consider all significant financial implications of new 
legislation. | When amendments to the Canadian National Railways Capital 
Revision Act came into force on 1 January 1978, Canadian National (CN) 
continued to claim reimbursement, under the Railway Act, from the Canadian 
Transport Commission (CTC) of approximately $150 million for certain prior 
years' losses. As explained below, this amount had already been paid to CN by the 
Department of Transport in reimbursing CN's annual deficits. | Moreover, 
subsequent to I January 1978, CN has also claimed substantial income tax 
benefits through application of prior years' losses, although its deficits were fully 
reimbursed by the Government. 


In our view, all the significant financial implications of these matters 
should have been fully considered and disclosed by the responsible departments to 
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the Ministers of Transport and Finance during the drafting of amendments to the 
Canadian National Railways Capital Revision Act. The Guidance Manual for the 
Preparation and Handling of Cabinet Papers issued by the Privy Council Office 
reflects the expectation of ministers that when an entity submits a proposal to 
ministers (such as for new legislation), it should consider all relevant factors, fully 
disclose the impact of the proposal, financial or otherwise, consult other govern- 
ment departments and agencies affected and summarize their views in the 
proposal. 


Payments to Canadian National 


From 1933 to 1977, annual appropriation acts allowed the Department 
of Transport to reimburse CN for its annual deficits. In addition, from 1971, the 
Railway Act allowed the CTC to reimburse CN for losses incurred in operating 
certain branch lines and passenger services provided as an imposed public duty. 
These losses were included in CN's annual deficits. Double payment was not an 
issue prior to 1 January 1978 because amounts paid by the CTC under the Railway 
Act reduced CN's annual deficits in the year of the CTC's payment, which in turn 
decreased amounts paid by the Department of Transport under annual appropria- 
tion acts. 


On | January 1978, amendments to the Canadian National Railways 
Capital Revision Act came into force. The amendments included provision that 
future deficits of CN would not be reimbursed by the Government, nor would 
retained earnings become owing to the Receiver General as in the past. We were 
advised by the CTC that approximately $150 million claimed by CN under the 
Railway Act for reimbursement of losses incurred prior to 1975 had not been paid 
to CN at 1 January 1978 and was not included in the Company's reported financial 
results. 


The change in the Act created a situation in which the CTC payments 
made after the amendments came into force resulted in what the President of 
CN, in his 1980 annual report to shareholders, referred to as a "windfall". At that 
time, the Department of Transport did not advise the CTC of these amendments, 
and the CTC did not consider whether it should stop payments in respect of the 
$150 million claimed by CN. Transport officials have stated that, in their opinion, 
the Department had no way of knowing at that time whether such claims were 


being processed at the CTC or the amount of such claims outstanding at 1 January 
1978. 


In 1980, the CTC recognized that CN was being reimbursed twice for 
losses incurred: first when the deficits that included these losses were reimbursed 
by the Department of Transport under annual appropriation acts; second when 
payments were made by the CTC under the Railway Act in 1978, 1979 and 1980. 
The CTC estimates that these double payments amounted to $53 million. The 
CTC took action to stop further payments in respect of these losses and is now 
attempting to assess the validity of the remaining claims, in consultation with the 
Department of Transport. The Deputy Minister of Transport concurred with the 
President of the CTC that steps be taken to resolve the matter; the President of 
the CTC has written to the President of CN. 
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We have been advised by the Department of Transport that the 
Government is formulating a position with respect to the $53 million already paid 
to CN and the remaining outstanding claims of approximately $97 million. We 
recommend that this matter be resolved by the responsible Ministers. 


Income Tax Benefits 


CN's financial statements indicate that the Corporation has claimed a 
reduction in income taxes otherwise due for 1978, 1979 and 1980 as a result of 
reducing taxable income for those years by applying losses from prior years. Part 
or all of these losses relate to periods prior to | January 1978 when the Company's 
deficits were fully reimbursed by the Department of Transport under annual 
appropriation acts. It appears that CN's ability to reduce its taxable income in 
this manner has provided a financial benefit to the Company which was not fully 
analysed and disclosed to the appropriate Ministers at the time of drafting 
amendments to the Canadian National Railways Capital Revision Act. 


We recommend that the Departments of Transport and Finance obtain 
the information necessary to determine whether, and to what extent, it is appro- 
priate for CN to enjoy currently financial benefits which originate from periods 
prior to | January 1978 when the Company's deficits were reimbursed by the 
Government. This matter should be resolved on a basis consistent with the inten- 
tion of Parliament in amending the Canadian National Railways Capital Revision 
FSChe 


7, Department of Transport - Loss of revenue to Canada from delay in 
renewing concession at Toronto International Airport. For the past two and one- 
half years, the Government of Canada's share of revenue from the duty-free shop 
concession at Toronto International Airport has been paid to the Government in 
accordance with the terms of a lease which expired on 30 April 1979, even though 
proposals in response to call for tenders for a new lease were received that would 
provide substantially more revenue. Since May 1979, the concession has been 
operated by the previous lessee under the terms of the expired lease. 


The lease for the duty-free shop concession is authorized by the 
Governor in Council on recommendation of the Treasury Board and managed by 
the Department of Transport. Transport officials informed us that tenders for a 
new lease were called in May 1979. In October 1979, the Department of 
Transport's Evaluation Committee examining the tenders recommended that the 
lease be granted to the highest bidder. 


We have been advised by the Department of Transport that since the 
highest bidder was a foreign company, an application was made by the company to 
the Foreign Investment Review Agency (FIRA) to operate the duty-free shop con- 
cession. The Department of Transport has also advised us that FIRA refused the 
application but that the company subsequently re-applied. The Department has 
further advised us that the lease was not awarded to the second highest bidder 
because it was expected that FIRA would accept the re-application of the foreign 
company. This would have resulted in a significant increase in concession revenue 
to Canada. 
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The Department of Transport requested but did not obtain Treasury 
Board approval for interim arrangements with the existing concessionaire which 
would have reduced the revenue loss to Canada. In April 1981, the President of 
the Treasury Board, in a letter to the Minister of Transport, estimated that the 
loss of revenue to Canada had amounted to at least $5 million. At the same time 
he wrote to the Minister responsible for FIRA urging, on behalf of Treasury Board 
Ministers, that the case then before FIRA be brought before Cabinet as soon as 
possible. Information from the Department indicates that, irrespective of a 
decision between the proposals of the highest or second highest bidder, the 
minimum revenue loss will be approximately $225,000 per month until this issue is 
resolved. 


Our review of financial controls over the operation of the duty-free 
shop concession at the Toronto airport has indicated the need for a more detailed 
audit examination. We have brought this matter to the attention of the Depart- 
ment of Transport and have been advised by the Department that its internal 
audit staff will review the operations of the Department's airport concessions. 


We intend to continue our review of the matters included in this 
observation. 


15.8 Overexpended appropriations. For the year ended 31 March 1981, 12 
of 31 government departments reported overexpended appropriations. The total 
amount reported as overexpended was approximately $55 million and is presented 
on the Government's 1981 Statement of Use of Appropriations which forms part of 
the Audited Financial Statements of the Government of Canada reproduced in 
Appendix D of this Report. Details by department are provided in Volume II of 
the 1981 Public Accounts of Canada. As explained in the following paragraphs, 
the basis of charging amounts to appropriations was changed in 1980. 


Prior to 1980, charges to appropriations on which Parliament had 
imposed an annual ceiling were recorded in the accounts of Canada and reported 
in the Public Accounts in accordance with section 30 of the Financial Administra- 
tion Act (FAA). Section 30 provides that, at the end of the Government's fiscal 
year, any unused portion of such appropriations will lapse, except for certain 
payments that may be made in the 30-day period following the end of that year. 
These payments must be for the purpose of discharging debts payable for work 
performed, goods received or services rendered before the end of the year, or be 
payable before the end of the year under any other contractual arrangement 
entered into by the Government. Accounts payable were recorded at the year end 
for payments made in the 30-day period. 


In 1980, in response to recommendations 24 and 39 of the 
Government's 1975 Report on the Study of the Accounts of Canada, the 
Government introduced a change in accounting policy for recording accounts 
payable at the year end. The acronym commonly used for this policy is PAYE. 
PAYE required departments to charge to appropriations on which Parliament has 
imposed an annual ceiling all debts incurred prior to the end of the year for work 
performed, goods received, services rendered or resulting from contractual 
arrangements, even though payment of such amounts was not made within the 30- 
day period following the end of the year. The intent of PAYE, and of 
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recommendations 24 and 39 of the Government's Study, was to provide a more 
complete reporting of the use of annual appropriations. In prior years, amounts 
payable that were paid after the 30-day period specified in section 30 of the FAA 
were listed by department at the back of Volume I of the Public Accounts but 
were not recorded in the accounts of Canada. 


The Report on the Study of the Accounts of Canada recognized that 
amendments to the FAA would be- required to _ fully implement 
recommendation 24. The requirement to do so was included in this recommenda- 
tion. In our Observations in Section 3 of Volume I of the 1980 Public Accounts, 
we drew attention to the need to amend the FAA to clarify the legal authority for 
PAYE. At that time, we were advised by the Office of the Comptroller General 
that amendments would be sought in the coming year. The FAA has not yet been 
amended. 


Report Under Section 11 on Our Continuing 
Review of the Oil Import Compensation Program 


| te Introduction. In 1974, at the request of the Governor in Council, we 
undertook a continuing inquiry under section 62 of the Financial Administration 
Act into the administration of expenditures of the Oil Import Compensation 
Program. 


The Oil Import Compensation Program is administered by the 
Petroleum Compensation Board within the Department of Energy, Mines and 
Resources. Under the Program, importers of crude oil and petroleum products are 
compensated so that the Canadian economy is cushioned from the impact of the 
large and rapid increases in the price of imported crude oil used in Canada. 


15.10 Summary of transactions. A summary of appropriations and expen- 
ditures for the eight years to 31 March 1981 under the Oil Import Compensation 
Program is as follows: 


Fiscal Year Appropriations Expenditures 
(thousands of dollars) 


1973-74 $ 240 , 000 $ 157 ,000 
1974-75 1,165,000 1,162,000 
1975-76 1,685,000 1,582,000 
1976-77 1,410,000 945,000 
1977-78 925,000 925,000 
1978-79 631,000 628,000 
1979-80 1,800,000 1,633,000 
1980-81 3,162,000 3,162,000 

$ 11,018,000 $ 10,194,000 


Recoveries of prior 
years' expenditures 69,000 


$ 10,125,000 
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During the fiscal year ended 31 March 1981, world prices of oil con- 
tinued to increase at a faster rate than domestic prices. As a result, the rate of 
Compensation paid to importers increased significantly again, and compensation 
Payments increased by more than $1.5 billion over the previous year. Volumes 
imported decreased by a small amount, but had a negligible effect on total com- 
pensation paid. 


15.11 Petroleum Compensation Revolving Fund. Section 65.12(1) of the 
Petroleum Administration Act (S.C. 1974-75-76, c. 47) provides legislative 
authority for the imposition of a levy on domestic and foreign petroleum as well 
as on foreign petroleum products that have been processed, consumed or sold in 
Canada. Section 65.1 stipulates that the proceeds from the levy be for the sole 
purpose of assisting in meeting the cost of paying compensation on designated 
high-cost domestic petroleum, as authorized in section 72(4) of the Act. 
Domestic synthetic crude has been designated as high-cost petroleum. 


For administrative purposes, the levy under section 65.12(1) and com- 
pensation payments under section 72(4) are handled separately in the Petroleum 
Compensation Revolving Fund. 


A summary of the operations of the Fund since its beginning is pre- 
sented in the following table. The figures for 1979 and 1980 are shown on a cash 
basis rather than on an accrual basis as in previous Reports. 


Fiscal Year Levy Expenditures 
(thousands of dollars) 

1978-79 (9 months) S$ 66,000 $ 20,000 

1979-80 389,000 378,000 

1980-81 1,393,000 915,000 


The substantial increase in levy revenue during 1980-81 resulted from 
a series of levy rate increases during the fiscal year (12 July 1980 - $4.72 per 
cubic metre; | November 1980 - $5.03 per cubic metre; and | January 1981 - 
$15.73 per cubic metre) that brought the rate from a level of $6.29 per cubic 
metre at 31 March 1980 to $31.77 per cubic metre at 31 March 1981. These 
increases were outlined in the Notice of Ways and Means Motion to amend the 
Petroleum Administration Act that accompanied the Budget of 28 October 1980. 


The levy rate increases are not intended to provide revenue solely to 
assist in the payment of compensation on designated high-cost domestic 
petroleum, as required by section 65.1 of the Petroleum Administration Act. The 
discussion draft of the Energy Security Act, 1981, presented to Parliament by the 
Minister of Energy, Mines and Resources, notes that under the Energy Administra- 
tion Act (the new name for the Petroleum Administration Act), section 65.1 is to 
be repealed. This will permit proceeds from the levy to be used to assist in 
meeting the cost of making other petroleum compensation payments under the 
Energy Administration Act. It is because of these circumstances that levy 
revenue exceeded expenditures by $478 million in 1980-81. 
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The increase in expenditures during 1980-81 resulted in part from the 
compensation rate increases noted earlier and in part from the increased volumes 
of domestic synthetic crude being consumed. 


15.12 Audit scope. Our examination of the administration of expenditures of 
the Oil Import Compensation Program and of the operations of the Petroleum 
Compensation Revolving Fund was made in accordance with generally accepted 
auditing standards and, accordingly, included such tests and other procedures as 
we considered necessary in the circumstances, except as explained in the 
following paragraphs. 


The Petroleum Compensation Board, by virtue of its policy and 
program regulations, has recognized the need to have some audit work performed 
on all claims submitted for compensation and on all petroleum production levy 
payments received. Accordingly, the Board has made arrangements with indepen- 
dent auditors, generally the claimants' shareholders! auditors, to confirm that the 
supporting documentation provided to the Board agrees with documentation 
recorded in the records of the claimants and to conduct certain other specific 
tests. The Board's staff performs similar audits on claims of small importers and 
on claims under the high-cost domestic petroleum program. The petroleum levy, 
on the other hand, is audited by the audit staff of the Department of National 
Revenue - Customs and Excise, pursuant to an Order in Council under section 5(3) 
of the Energy Supplies Emergency Act (S.C. 1973-74, c. 52). 


At the time of our examination, the Board had not received from the 
claimants' auditors all reports relating to amounts of compensation paid to 
31 March 1981. Because of this, until we review the outstanding reports, we will 
not be able to fully satisfy ourselves as to the validity of the information reported 
by the claimants to the Board. Our review of reports received during the year, 
which were not available for examination and reporting in 1980, disclosed no 
significant discrepancies. 


At 31 August 1981, the following amounts of compensation had not 
been reported on by the claimants' auditors: 


Total Compensation Percentage 
Compensation Paid but not Not 
Fiscal Year Payments Reported Upon Reported Upon 
(thousands of dollars) 

1979-80 $ 1,633,000 $ 343,000 21.0% 

1980-81 3,162,000 3,150,000 99.6% 
S$ 4,795,000 S$ 3,493,000 

15.13 Conclusion. In our opinion, except for any significant discrepancies 


that may be determined when outstanding reports from claimants! auditors are 
received, payments in the fiscal year ended 31 March 1981 have been properly 
processed and are in conformity with applicable legislation, regulations and guide- 
lines. 
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15.14 Outstanding litigation. Our 1980 Report noted the legal action under- 
taken by an importer to reverse a $1.9 million recovery by the Board of excessive 
freight compensation. Our follow-up on this matter disclosed that the legal 
action is continuing. 


15.15 Matter previously reported on and now resolved. In our 1980 Report, 
it was pointed out that importing companies must refund compensation on 
imported oil which is subsequently exported. We noted one case where, in our 
view, the method used by an importer to deduct exports resulted in excessive 
compensation of $3.7 million. The Board did not concur with our view and 
referred the matter to the Department of Justice for an opinion. 


The Department of Justice has since given an opinion that supports our 
view, and the Board has recovered the excess compensation. 
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ORGANIZATION AND PROGRAMS OF THE OFFICE OF THE AUDITOR GENERAL 


16.1 The responsibilities of the Auditor General are set out in the Auditor 
General Act of 1977, reproduced as Appendix A to this Report. Four sections in 
the Act detail the Auditor General's responsibility to report to Parliament. 


- Section 6 requires the Auditor General to express an opinion on 
the financial statements of the Government of Canada. 


- Section 7 requires the Auditor General to report annually to the 
House of Commons anything that he considers to be of significance and of a 
nature that should be brought to its attention, including cases where public funds 
have been expended without due regard to economy or efficiency, or where 
procedures have not been established to measure and report the effectiveness of 
programs, where such procedures could appropriately and reasonably be 
implemented. 


- Section 8 enables the Auditor General to make a special report 
to the House of Commons on any matter of pressing importance or urgency that, 
in his opinion, should not be deferred until his annual Report is tabled. 


~ Section 11 permits the Auditor General to inquire into and report 
on matters in response to requests from the Governor in Council. Under this 
section, the Office continued its examination of the Oil Import Compensation 
Program, referred to in Chapter 15 of this Report. 


16.2 The Auditor General is also required to express an opinion, as either 
the auditor or joint auditor, on the accounts of 34 agency and proprietary Crown 
corporations, in accordance with section 77 of the Financial Administration Act, 
and 50 departmental Crown corporations and other entities, including the 
accounts of the Governments of the Yukon Territory and Northwest Territories 
and their agencies. As well, the Auditor General is the external auditor of a 
number of international organizations, including the International Civil Aviation 
Organization. 


Organization of the Office 


16.3 On 12 September 1980, James J. Macdonell retired as Auditor General 
of Canada. Michael H. Rayner, Deputy Auditor General, Planning/Reports/Stan- 
dards Branch, carried out the duties of Auditor General from September 1980 
through March 1981. Kenneth M. Dye, F.C.A. was appointed Auditor General of 
Canada, effective 1 April 1981. The plan of organization at 1 August 1981 is 
shown in Exhibit 16.1. 


16.4 The overall direction of the Office is the responsibility of the 
Executive Committee, made up of the Auditor General and the Deputy Auditors 


459 


The Audit Office 


JeAnooueA ‘uojOWp ‘euiBey ‘Bedjuui, ‘oyUdI0] ‘jeaquOy ‘xeyeH 


Je19UeD siO}IPNy JURISISSy ‘}e10UeD ssO}IPNYy Aindeg — eer!WWOD jueWebeuEW 
$391440 TWNOIDS3Y les@UeD ssoNIPNy Ajndeg ‘(ueW!EYD) jeIeUED JONPNy — ee;)WWOD aAlnoex3 


Wwu3N39 
Wwu3N39 Y¥OLIGNY LNVLSISSY 
YOLIGNY LNVLSISSV 


Wwd¥3N39 Wu3N39 Ww3N39 
¥OLIGNV LNVLSISSV YOLIGNY LNVLSISSV YOLIGNY LNVISISSV 


Aiay “f uyor anapnes uer, PIeM “WO INed 
$193fFOud WID3dS 4LN3WdO13A30 IWNOISSS4Ou¥d SNINNVId WWeSOud 


lediourg 
Sse|puegoW °3 Auuay 
pueiso “y 219 
wiNgpey “4 WEIN 
“a SOYVONVLS DONILNNODOV 
SGYVONVIS ONILIGNY ONY ONILYOd3Y TVIONWNIS 


NOSIvIT 
XBVLNAWVITdvd ONY SLYOd3Y 


pjowy *| uAjoeD 
uo}}esS}U]WPY JO J0}98110 /¥ qwu3N3a9 
smouing ‘5 sower SYOLIGNY LNVISISSV 


vonesjsiuiwpy 
198)}U0D JO 10}991g 


neepinog puewon 
sabenbue7 [21910 
40 10}98419 


Wwu3Nna9 
SHOLIGNY LNVLSISSV 


Wwd3N395 
YyOLIGNY LNVISISSV 


BUEN 'W PIeuoYy 


apuoje “y ueqoy/y 
pueje4 joey 
UOSy9Ig UAMIZ “MM 


4X05 senboer 
J@UUOSIEg 
yedjouyg 


UeWIeZ "| JOIEW/V 
PseM “W'G INed 40yxeg 'D preuog 
4a}O2.dWoD 


TwuaNa9 
SYHOLIGNY ALNd3G TwuaNn39 qWwu3Nn3z9 
UOS|IM 1812d * ¥OLIGNY ALNd3a YOLIGNY ALNd3a 


8MOY "y PJeEMPZ soudey “H [eeudIW 


sioqng "W puowAey 
HONVHS HONVHYS SGYVGNVLS 


HONWYS S3IONSDV 
ONY SLN3WLYvd30 SNOILVHOdHOO ISLUOdSYH/ONINNW1d 


TWw¥3N39 Wu3N39 
YyOLIGNY ALNd30 yOLIGNY ALNd3ad 


JINW @0e/EM MM ssakaw Aue7 -G 


HONVYE NOILVYLSININGY HONVYa 
ONV 3ONVNIS SNOILVMIVAZ TONLNOD 


TWd3N39 
¥OLIGNY ALNd3aG 


UOSION “4 WEITIIM 


HONVYS 
S30"NOS3aY NVWNH 


40192419 
Ja11IND “M eDuNeW 


SNOILVOINNWWOD 


2g ‘W YyeuUe) 
SGYVONVIS ONILIGNY GNV sain i 


SNILNNODOV LNSWNY3A09D NO 
S3SLLINWOD AYOSIAGY LNSGN3d30NI 


SYSSIAGV HOIN3S 4O TANVd 


VOVNVO 40 
Twu3N39 HOLIGNY 


1861 LSNONV + 
NOILVZINVDYO JO NV Id 
WHIN3ID YOLIGNV AHL 40 3914540 


ToT sqiyxg 


460 


The Audit Office 


General and chaired by the Auditor General. The Management Committee is 
made up of the Deputy Auditors General and the Assistant Auditors General and 
co-ordinates professional matters and audit programs, assisting the decision- 
making of the Auditor General and the Executive Committee. 


16.5 The Departments and Agencies Branch employs approximately 250 
professional staff who plan, conduct and report the comprehensive and financial 
audits of departments, agencies and certain Crown corporations. The Branch is 
responsible for following up audit recommendations made in previous Reports. 
Regional offices in Halifax, Montreal, Toronto, Winnipeg, Regina, Edmonton and 
Vancouver report to the Departments and Agencies Branch. Audits of government 
organizations with headquarters in regional centres or which administer major 
portions of their programs in the regions are undertaken by these offices. 


16.6 The Corporations Branch is responsible for developing comprehensive 
audit methodology for Crown corporations. The Office is currently working with 
a "laboratory group" of Crown corporations, and the experience acquired with this 
group will assist in developing the Office's approach to comprehensive auditing of 
Crown corporations generally. 


16.7 The Corporations Branch has primary responsibility for co-ordinating 
the Office's relationship with the external auditors of those Crown corporations 
for which the Auditor General is not the designated auditor. As auditor of the 
Accounts of Canada, the Auditor General relies on the work of other auditors. 


16.8 The Control Evaluations Branch provides professional support to 
comprehensive audit teams in the areas of management systems and electronic 
data processing controls. The Branch also plans and conducts government-wide 
and special studies in these areas and plays a leading role in comprehensive 
auditing methodology development. 


16.9 The Branch consists of three groups. One group is responsible for 
providing advice and assistance to teams auditing organizations' procedures for 
measuring and reporting effectiveness; a second, dealing with management 
systems, conducts government-wide reviews or audits of management systems and 
processes with emphasis on economy and efficiency. This group also supplies 
professional support to comprehensive audit teams. The third group, Computer 
Audit Services, provides expertise and methodology in the areas of value-for- 
money assessments of EDP expenditures and financial control assessments in 
computerized systems, and the facility for analysing information held on 
computer files through the use of specially created audit software. In addition, 
sampling specialists assist in the design and analysis of sampling plans. 


16.10 The Planning/Reports/Standards Branch, which consists of six groups, 
is concerned with comprehensive auditing standards and a number of professional 
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activities that support the quality of audit operations. A major responsibility is 
co-ordinating the preparation of the annual Report to the House of Commons and 
maintaining liaison with the Standing Committee on Public Accounts, Members of 
Parliament, central agencies of government and the Office's legal advisers. 


16.11 The Financial Reporting and Accounting Standards group co-ordinates 
the audit examination of the accounts and financial statements of the 
Government of Canada. It recommends to the Auditor General the audit opinion 
and observations on the main financial statements of Canada and on changes in 
the principles and practices that are proposed from time to time by government 
and by the Canadian Institute of Chartered Accountants. It provides review and 
advice to audit teams concerning financial disclosure and accounting principles 
for Crown corporations and government agencies. The group is also responsible 
for carrying out audits of certain central agencies of government and is involved 
in the project to reform the Estimates and Public Accounts being conducted by 
the Office of the Comptroller General. 


16.12 The Auditing Standards/Methodology/Research group is responsible for 
developing and maintaining auditing standards, managing auditing methodology 
development and conducting auditing research. Standards and procedures are 
assessed through post-audit quality review, with resulting changes 
communicated by Accounting and Auditing Bulletins and revisions to the 
Comprehensive Auditing Manual. Methodology is made available to staff through 
Audit Guides and Bulletins to assist them in carrying out audits. Research in 
auditing is conducted to develop ways of improving audits and to ensure that the 
most appropriate and efficient audit tools and techniques are adopted. 


16.13 The Parliamentary Liaison group is responsible for co-ordination of the 
Office's relations with the Public Accounts Committee and other House of 
Commons committees, audit team preparation for hearings of the PAC, and 
assistance to the Committee, its Clerk and research staff. Combined with the 
Reports function, it helps to ensure that the Office's reports to the House meet 
the needs of the Members. 


16.14 The Reports group is responsible for central review and editing of the 
annual Report to the House of Commons and for its production. The group also 
provides reporting guidelines to audit teams, and edits and revises project reports, 
special reports and other material written in the Office for internal and external 
distribution. 


16.15 The Program Planning group is responsible for developing systems to 
co-ordinate the Office's short and medium-term plans, including audit work to be 
undertaken by the Office over the five-year cycle. Through regular information 
and analysis provided by the Priority Resource Allocation and Management 
System (PRAMS), the group assists the Executive Committee with co-ordinating 
the allocation of professional staff and financial resources among the Branches. 
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16.16 The Professional Development group is responsible for training and 
development courses, including comprehensive auditing courses, and related 
activities for Office staff. One of the responsibilities of the group is to provide 
students-in-accounts with training opportunities to meet the specific require- 
ments of recognized professional accounting accreditation bodies. 


16.17 The Finance and Administration Branch administers the Office's 
financial and management control and information systems. It also negotiates all 
contracts for auditing and consulting professionals and monitors their engage- 
ment. The Branch provides administrative support services, including library, 
mail and messenger, materiel, records, word processing, accommodation, tele- 
communication and security services. 


16.18 The Human Resources Branch has responsibility for personnel manage- 
ment, including recruitment, compensation planning and services, staff relations, 
implementation of bilingualism policies and human resource planning. It also 
assists with the Office's government-wide audits of payroll costs management. 


16.19 Advisers to the Auditor General. The Auditor General has two main 
groups of outside advisers. Both groups are made up of leading members of the 
accounting and management consulting professions. The Panel of Senior Advisers 
counsels the Auditor General on the application of comprehensive auditing, with 
particular emphasis on public sector corporate entities. Members of the Panel 
are: 


- Kenneth G. Belbeck, C.M.C. - James J. Macdonell, F.C.A. 
President, Chairman, 
Thorne Stevenson & Kellogg Canadian Comprehensive Auditing 
Foundation 
- H. Marcel Caron, C.A. - Edward W. Netten, C.A. 
Executive Partner, Managing Partner, 
Clarkson Gordon Price Waterhouse Associates 
- Warren Chippindale, C.A. - Robert M. Rennie, C.A. 
Chairman, Executive Committee Chairman and 
and Managing Partner, Executive Officer, 
Coopers & Lybrand Touche Ross & Co. 
- Gordon H. Cowperthwaite, F.C.A. - Eddie C. Wilburn, F.C.A. 
Chairman, Executive Committee, Senior Partner, 
Peat, Marwick, Mitchell & Co. and Deloitte Haskins & Sells 


Peat, Marwick and Partners 
- Kenneth S. Gunning, F.C.A. 


Executive Partner, 
Thorne Riddell 
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16.20 The Independent Advisory Committee on Government Accounting and 
Auditing Standards is made up of senior representatives of accounting firms, 
management consulting firms, and the academic community. The Committee 
reviews major documents, such as the opinion and observations on the annual 
financial statements of the Government and the Office's Comprehensive Auditing 
Manual and Audit Guides. Members are: 


- W. Ross Walker, F.C.A. - P. Howard Lyons, F.C.A. 
Peat, Marwick, Mitchell & Co. Deloitte Haskins & Sells 

- Rodney J. Anderson, F.C.A. - Guy Martin, C.A. 
Clarkson Gordon Raymond, Chabot, Martin, Paré & 

Associés 

- Kenneth F.Y. Baynton, C.A. - Edward W. Netten, C.A. 
Thorne Riddell Price Waterhouse Associates 

- Donald A. Brown, C.A. - Ronald B. Robinson, C.M.C. 
Coopers & Lybrand Thorne Stevenson & Kellogg 

- Alan J. Dilworth, F.C.A. - Professor L.S. Rosen, F.C.A. 
Touche Ross & Co. York University 

- Alwyn D. Lloyd, C.A. - William R. Sloan, F.C.A. 
MacGillivray & Co. Arthur Andersen & Co. 


Assistance to the Standing Committee on Public Accounts 


16.21 Designated senior members of the Office attend all meetings of the 
Standing Committee on Public Accounts to provide explanations concerning 
matters raised in the Auditor General's annual Reports to the House of Commons. 
The Office also assists the Sub-committee on Agenda and Procedure in planning 
the Committee's schedule for its review of the annual Reports. 


International Activities 


16.22 The Auditor General of Canada is the external auditor of the Inter- 
national Civil Aviation Organization (ICAO), a United Nations specialized agency 
with headquarters in Montreal. In addition to presenting an annual report to the 
United Nations General Assembly, the Auditor General is required to express his 
opinion on the financial statements of ICAO and on the status of funds held by 
ICAO as Executing Agency for the United Nations Development Program. The 
annual audit report of ICAO for the year ended 31 December 1980 emphasized the 
need for changes in financial management and control procedures and revisions to 
the financial regulations. The report recommended improvements in such areas as 
the collection of assessments under the Regular Program, the calculation of 
assessments under Joint Financing Agreements, and. in financial management of 
the Technical Assistance Program. 
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16.23 Although Canada ceased to be a member of the United Nations Board 
of Auditors in June 1980, the Auditor General continues, by virtue of his ICAO 
responsibilities, to be a member of the Panel of External Auditors of the United 
Nations, the Specialized Agencies, and the International Atomic Energy Agency. 
The Panel's twenty-third Regular Session was held in Vienna in October 1981 and 
considered the Canadian proposal for restructuring the United Nations Board of 
Auditors, among other subjects. 


16.24 Senior members of the Office participated in a number of other inter- 
national activities. The Auditor General took part in meetings of the Governin 

Board of the International Organization of Supreme Audit Institutions (INTOSAI 
in Vienna in May 1981 and led the Canadian delegation to the XIth Conference of 
Commonwealth Auditors General in Kingston, Jamaica in October 1981. 


16.25 During the year, four prominent auditors from developing nations 
worked in the Audit Office as part of a Fellowship program administered by the 
Canadian Comprehensive Auditing Foundation. The program is designed to help 
developing nations upgrade their public sector auditing capabilities. In addition to 
the practical experience of working on comprehensive audits, the Fellows take 
part in a series of formal training programs arranged by the Professional 
Development group. Participating this year were Lucita Andres from the 
Philippines Commission on Audit, Dorus Odamtten of the Directorate of the 
Ghana Government Audit Service, Fong Heng Boo of the Singapore Government's 
Audit Department and C. Nesarajah from the Office of the Auditor General of 
Malaysia. 


Co-operation with Professional Organizations 


16.26 Canadian Institute of Chartered Accountants. Assistant Auditor 
General J.J. Kelly has been seconded for 30 months to the Canadian Institute of 
Chartered Accountants to assist in the development of public sector accounting 
and auditing standards. In addition, Deputy Auditor General D. Larry Meyers is a 
member of the recently established committee on public sector accounting and 
auditing standards. The Auditor General, and Deputy Auditor General Michael H. 
Rayner, have also been involved in various committees of the CICA. 


16.27 Canadian Comprehensive Auditing Foundation. On | April 1981, 
E.F. McNamara, Assistant Auditor General, Control Evaluations Branch, joined 
the Canadian Comprehensive Auditing Foundation under an executive interchange 
agreement. During his two years with the Foundation, he will serve as Director, 
Methodology and Professional Development. 


Canadian Conference of Legislative Auditors 


16.28 Co-ordinating task force on the audit of federal income tax records. 
Federal-provincial tax collection agreements define the extent to which 
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provincial legislative auditors are permitted to audit the taxes collected and the 
various tax credits distributed on behalf of their provinces by the federal 
government. 


16.29 At their annual meeting in July 1981, Canada's legislative auditors 
reviewed the progress of a task force which had been established early in 1979 to 
address concerns expressed by provincial legislative auditors regarding the federal 
role in collecting provincial taxes. The task force consisted of representatives 
from two provinces and members of the Office of the Auditor General of Canada. 


16.30 Provincial legislative auditors wanted additional audit assurance to 
support their opinions on their provincial income tax revenue and credits because 
the tax collection agreements, in effect, prevent them from auditing most aspects 
of a taxpayer's return. Their second major concern was that, if each provincial 
legislative auditor were to audit to the extent permitted under the provisions of 
the agreements, there would be considerable duplication of effort. From the 
point of view of officials and staff of the Department of National Revenue - 
Taxation and the Department of Finance, the duplication would cause significant 
disruption and inconvenience. 


16.31 The task force, therefore, undertook to review this Office's audit 
programs, findings and reports relating to assessing, proper allocation and 
accounting for personal and corporate income tax and various provincial tax 
credits and to report whether the concerns expressed by provincial legislative 
auditors were adequately addressed in the audit work. This will provide the 
provincial legislative auditors with additional audit assurance that they can use in 
formulating their opinions on their provincial income tax revenue and credits 
while, at the same time, remaining within the strict provisions of the federal- 
Provincial tax collection agreements. 


16.32 At their special meeting in Toronto on 13 September 1981, the legis- 
lative auditors agreed to rely on the Office of the Auditor General of Canada. 
Accordingly, new procedures were agreed upon that will provide provincial 
legislative auditors affected with appropriate assurances on income tax matters. 


16.33 Legislative Auditors' Annual Meeting. The Canadian Conference of 
Legislative Auditors held its ninth annual meeting in St. Andrews, N.B. in July 
1981. At the same time, the chairmen of federal and provincial Public Accounts 
Committees held their third annual meeting. A joint meeting of legislative 
auditors and Public Accounts Committee chairmen was also held. Guest speakers 
included the Honourable Richard B. Hatfield, Premier of New Brunswick, Bruce 
McDonald of William Mercer Limited, James J. Macdonell, Chairman, Canadian 
Comprehensive Auditing Foundation, and Harry G. Rogers, Comptroller General 
of Canada. 
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Resources of the Office 


16.34 Human resources. At | August 1981, 203 members of the Office were 
qualified for membership in the recognized accounting associations. Of the other 
members of the Office's professional staff, 49 held other qualifications, and 62 
students-in-accounts were enrolled in programs leading to accounting designa- 
tions. 


16.35 The Office continues to make extensive use of resources from the 
private sector to supplement its own staff resources. In addition to providing a 
variety of skills and knowledge that the Office does not require on a permanent 
basis, these professionals have an enriching influence. They join the Office either 
on individual professional service contracts or through the Public Service Com- 
mission's Interchange Canada Program. Since 1974, 147 partners and managers 
from major public accounting and management consulting firms have joined the 
Office for varying periods of time and, at 1 August 1981, the Office had 21 people 
associated under Interchange Canada. At the same date, another 229 were under 
professional service contracts. 


16.36 The following table presents a profile of the full-time staff of the 
Office. It excludes persons serving on Executive Interchange agreements or those 
on professional service contracts. 


| August 31 March 31 March 

1981 1981 1980 
Principals, including Executive 

and Management Committees 58 50 40 
Directors and Managers 79 76 72 
Supervisors and Auditors 124 134 125 
Other audit staff Le 69 84 
Administrative support staff 153 153 147 
489 482 475 
National Capital Region 410 401 382 
Other Regions ne. 281 Wee 
489 482 475 

16.37 Members of the Audit Office who retired before 1 August 1981 were: 


George R. Atkinson, an Audit Supervisor with 24 years in the Public Service, and 
Dan G. Crone, the Director of Administration, with 15 years in the Public Service. 
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Exhibit 16.2 


OFFICE OF THE AUDITOR GENERAL OF CANADA 


ESTIMATES AND EXPENDITURES 


Estimates and Expenditures by Activity 
1981-82 1980-81 1979-80 
Estimates Estimates Expenditures Estimates Expenditures 


(thousands of dollars) 


Government Audits 


26,493 24 , 539 22,019 22,283 20,881 


Other Audits 111 251 205 542 546 


— 


Administration 


5,282 3,980 4,41 2,995 3,828 


TOTAL 


31, 886 28,770 26,635 25,820 25,255 


Estimates and Expenditures by Object 
1981-82 1980-81 1979-80 
Estimates Estimates Expenditures Estimates Expenditures 


(thousands of dollars) 


Salaries and Wages 17,514 15,403 14,049 13,622 12,565 


Employee Benefit 
Plans 2,277 2,012 2,016 1,541 1,526 


Transportation and 
Communications 1,145 1,396 1,174 1,235 1,044 


Information IS 176 63 87 117 


Professional 
and Special 

Services including 

Executive Interchange 


Rentals 


Purchased Repair 
and Upkeep 


Utilities, Materials 
and Supplies 


Construction and 
Acquisition of Machinery 
and Equipment 


Grants and Contributions 


All Other Expenditures 
TOTAL 31, 886 28,770 26,635 25,820 25,255 
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16.38 Official Languages. In implementing our Official Languages Program 
during the last year, emphasis was placed on taking corrective action in some 
problem areas identified by the Commissioner of Official Languages with respect 
to "service to the public" and "full participation" of the two official language 
groups. The Office has made significant progress in these areas as witnessed by 
the Commissioner's appraisal of the OAG in his 1980 Annual Report. During the 
current fiscal year, the Office will concentrate its efforts on various "language-of 
work" issues. Emphasis will be placed on improving the effectiveness of the 
Office's existing bilingual capability in accordance with the Auditor General's 
commitment to make the Office truly bilingual. 


16.39 Estimates and expenditures. Exhibit 16.2 presents the Estimates and 
Expenditures of the Office, by Activity and by Object. 


16.40 Office organization. The Office is being reorganized to meet effec- 
tively its newly stated objectives with due regard for economy and efficiency. 
This reorganization will occur during the winter of 1981-82 and will be reported in 
the 1982 annual Report. 
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25-26 ELIZABETH II 


CHAPTER 34 


An Act respecting the office of the Auditor 
General of Canada and matters related 
or incidental thereto 


[Assented to 14th July, 1977] 


Her Majesty, by and with the advice and 
consent of the Senate and House of Com- 
mons of Canada, enacts as follows: 


PART I 


SHORT TITLE 


1. This Part may be cited as the Auditor 
General Act. 


INTERPRETATION 


2. In this Act, 


“Auditor General” means the Auditor Gen- 
eral of Canada appointed pursuant to sub- 
section: 3(1); 

“Crown corporation” has the meaning 
assigned to that expression by subsection 
66(1) of the Financial Administration 
Act; 


“department” has the meaning assigned to 
that term by section 2 of the Financial 
Administration Act; 


“registrar” means the Bank of Canada and a 
registrar appointed under Part IV of the 
Financial Administration Act. 


AUDITOR GENERAL OF CANADA 


3. (1) The Governor in Council shall, by 
commission under the Great Seal, appoint a 
qualified auditor to be the officer called the 
Auditor General of Canada to hold office 
during good behaviour for a term of ten 
years, but the Auditor General may be 
removed by the Governor in Council on 
address of the Senate and House of 
Commons. 


(2) Notwithstanding subsection (1), the 
Auditor General ceases to hold office on 
attaining the age of sixty-five years. 


(3) Once having served as the Auditor 
General, a person is not eligible for re- 
appointment to that office. 


(4) In the event of the absence or incapaci- 
ty of the Auditor General or if the office of 
Auditor General is vacant, the Governor in 
Council may appoint a person temporarily to 
perform the duties of Auditor General. 


4. (1) The Auditor General shall 
be paid a salary equal to the salary of a 
puisne judge of the Supreme Court of 
Canada. 


(2) The provisions of the Public Service 
Superannuation Act, other than those relat- 
ing to tenure of office, apply to the Auditor 
General except that a person appointed as 
Auditor General from outside the Public Ser- 
vice may, by notice in writing given to the 
President of the Treasury Board not more 
than sixty days after the date of his appoint- 
ment as Auditor General, elect to participate 
in the pension plan provided for in the 
Diplomatic Service (Special) Superannua- 
tion Act in which case the provisions of that 
Act, other than those relating to tenure of 
office, apply to him and the provisions of the 
Public Service Superannuation Act do not 
apply to him. 

DUTIES 


$. The Auditor General is the auditor of 
the accounts of Canada, including those 
relating to the Consolidated Revenue Fund 
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Re-appoint- 
ment 


Vacancy 
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Pension benefits 


Examination 


Idem 


Report to 
House of 
Commons 


idem 


and as such shall make such examinations 
and inquiries as he considers necessary to 
enable him to report as required by this Act. 


6. The Auditor General shall examine the 
several financial statements required by sec- 
tion 55 of the Financial Administration Act 
to be included in the Public Accounts, and 
any other statement that the Minister of 
Finance may present for audit and shall 
express his opinion as to whether they 
present fairly information in accordance with 
stated accounting policies of the federal gov- 
ernment and on a basis consistent with that 
of the preceding year together with any 
reservations he may have. 


7. (1) The Auditor General shall report 
annually to the House of Commons 

(a) on the work of his office; and 

(6) on whether, in carrying on the work of 

his office, he received all the information 

and explanations he required. 


(2) Each report of the Auditor General 
under subsection (1) shall call attention to 
anything that he considers to be of signifi- 
cance and of a nature that should be brought 
to the attention of the House of Commons, 
including any cases in which he has observed 
that 


(a) accounts have not been faithfully and 
properly maintained or public money has 
not been fully accounted for or paid, where 
so required by law, into the Consolidated 
Revenue Fund; 

(b) essential records have not been main- 
tained or the rules and procedures applied 
have been insufficient to safeguard and 
control public property, to secure an effec- 
tive check on the assessment, collection 
and proper allocation of the revenue and to 
ensure that expenditures have been made 
only as authorized; 

(c) money has been expended other than 
for purposes for which it was appropriated 
by Parliament; 

(d) money has been expended without due 
regard to economy or efficiency; or 

(e) satisfactory procedures have not been 
established to measure and report the 
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effectiveness of programs, where such 
procedures could appropriately and rea- 
sonably be implemented. 


(3) Each annual report by the Auditor 
General to the House of Commons shall be 
submitted to the Speaker of the House of 
Commons on or before the 31st day of 
December in the year to which the report 
relates and the Speaker of the House of 
Commons shall lay each such report before 
the House of Commons forthwith after 
receipt thereof by him or, if that House is not 
then sitting, on the first day next thereafter 
that the House of Commons is sitting. 


8. (1) The Auditor General may make a 
special report to the House of Commons on 
any matter of pressing importance or urgen- 
cy that, in his opinion, should not be deferred 
until the presentation of his annual report. 


(2) Each special report of the Auditor 
General to the House of Commons made 
under subsection (1) or 20(2) shall be sub- 
mitted to the Speaker of the House of Com- 
mons and shall be laid before the House of 
Commons by the Speaker of the House of 
Commons forthwith after receipt thereof by 
him, or if that House is not then sitting, on 
the first day next thereafter that the House 
of Commons is sitting. 


9, The Auditor General shall 


(a) make such examination of the 
accounts and records of each registrar as 
he deems necessary, and such other exami- 
nations of a registrar’s transactions as the 
Minister of Finance may require; and 
(5) when and to the extent required by the 
Minister of Finance, participate in the 
destruction of any redeemed or cancelled 
securities or unissued reserves of securities 
authorized to be destroyed under the 
Financial Administration Act; 
and he may, by arrangement with a regis- 
trar, maintain custody and control, jointly 
with that registrar, of cancelled and unissued 
securities. 


10. Whenever it appears to the Auditor 
General that any public money has been 
improperly retained by any person, he shall 
forthwith report the circumstances of the 
case to the President of the Treasury Board. 
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11. The Auditor General may, if in his 
opinion such an assignment does not inter- 
fere with his primary responsibilities, when- 
ever the Governor in Council so requests, 
inquire into and report on any matter relat- 
ing to the financial affairs of Canada or to 
public property or inquire into and report on 
any person or organization that has received 
financial aid from the Government of 
Canada or in respect of which financial aid 
from the Government of Canada is sought. 


12. The Auditor General may advise 
appropriate officers and employees in the 
public service of Canada of matters dis- 
covered in his examinations and, in particu- 
lar, may draw any such matter to the atten- 
tion of officers and employees engaged in the 
conduct of the business of the Treasury 
Board. 


ACCESS TO INFORMATION 


13. (1) Except as provided by any other 
Act of Parliament that expressly refers to 
this subsection, the Auditor General is en- 
titled to free access at all convenient times to 
information that relates to the fulfilment of 
his responsibilities and he is also entitled to 
require and receive from members of the 
public service of Canada such information, 
reports and explanations as he deems neces- 
sary for that purpose. 


(2) In order to carry out his duties more 
effectively, the Auditor General may station 
in any department any person employed in 
his office, and the department shall provide 
the necessary office accommodation for any 
person so stationed. 


(3) The Auditor General shall require 
every person employed in his office who is to 
examine the accounts of a department or of a 
Crown corporation pursuant to this Act to 
comply with any security requirements appli- 
cable to, and to take any oath of secrecy 
required to be taken by, persons employed in 
that department or Crown corporation. 


(4) The Auditor General may examine any 
person on oath on any matter pertaining to 
any account subject to audit by him and for 
the purposes of any such examination the 
Auditor General may exercise all the powers 
of a commissioner under Part I of the /n- 
quiries Act. 


14. (1) Notwithstanding subsections (2) 
and (3), in order to fulfil his responsibilities 
as the auditor of the accounts of Canada, the 
Auditor General may rely on the report of 
the duly appointed auditor of a Crown corpo- 
ration or of any subsidiary of a Crown 
corporation. 


(2) The Auditor General may request a 
Crown corporation to obtain and furnish to 
him such information and explanations from 
its present or former directors, officers, 
employees, agents and auditors or those of 
any of its subsidiaries as are, in his opinion, 
necessary to enable him to fulfil his respon- 
sibilities as the auditor of the accounts of 
Canada. 


(3) If, in the opinion of the Auditor Gener- 
al, a Crown corporation, in response to a 
request made under subsection (2), fails to 
provide any or sufficient information or 
explanations, he may so advise the Governor 
in Council, who may thereupon direct the 
officers of the corporation to furnish the 
Auditor General with such information and 
explanations and to give him access to those 
records, documents, books, accounts and 
vouchers of the corporation or any of its 
subsidiaries access to which is, in the opinion 
of the Auditor General, necessary for him to 
fulfil his responsibilities as the auditor of the 
accounts of Canada. 


STAFF OF THE AUDITOR GENERAL 


15. (1) Such officers and employees as are 
necessary to enable the Auditor General to 
perform his duties shall be appointed in 
accordance with the Public Service Employ- 
ment Act. 


(2) Subject to any other.Act of Parliament 
or regulations made thereunder, but without 
the approval of the Treasury Board, the 
Auditor General may, within the total dollar 
limitations established for his office in 


Appropriation Acts, contract for professional 
services. 


(3) The Auditor General may exercise and 
perform, in such manner and subject to such 
terms and conditions as the Public Service 
Commission directs, the powers, duties and 
functions of the Public Service Commission 
under the Public Service Employment Act, 
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other than the powers, duties and functions 
of the Commission in relation to appeals 
under sections 21 and 31 of that Act and 
inquiries under section 32 of that Act. 


(4) The Auditor General may suspend 
from the performance of his duty any person 
employed in his office. 


16. In respect of persons employed in his 
office, the Auditor General is authorized to 
exercise the powers and perform the duties 
and functions of the Treasury Board under 
the Financial Administration Act that relate 
to personnel management including the 
determination of terms and conditions of 
employment and the responsibility for 
employer and employee relations, within the 
meaning of paragraph 5(1)(e) and section 7 
of that Act. 


17. Any collective agreement affecting 
persons employed in the office of the Auditor 
General entered into before the coming into 
force of this Act remains in force and binds 
the Auditor General as employer of such 
persons until the expiry of that agreement. 


18. Classification standards may be pre- 
pared for persons employed in the office of 
the Auditor General to conform with the 
classifications that the Auditor General 
recognizes for the purposes of that office. 


19. The Auditor General may designate a 
senior member of his staff to sign on his 
behalf any opinion that he is required to give 
and any report, other than his annual report 
on the financial statements of Canada made 
pursuant to section 55 of the. Financial 
Administration Act and his reports to the 
House of Commons under this Act and any 
member so signing an opinion or report shall 
indicate beneath his signature his position in 
the office of the Auditor General and the 
fact that he is signing on behalf of the Audi- 
tor General. 
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ESTIMATES 


20. (1) The Auditor General shall annual- 
ly prepare an estimate of the sums that will 
be required to be provided by Parliament for 
the payment of the salaries, allowances and 
expenses of his office during the next ensuing 
fiscal year. 


(2) The Auditor General may make a 
special report to the House of Commons in 
the event that amounts provided for his 
office in the estimates submitted to Parlia- 
ment are, in his opinion, inadequate to 
enable him to fulfil the responsibilities of his 
office. 


21. The provisions of the Financial 
Administration Act with respect to the divi- 
sion of appropriations into allotments do not 
apply in respect of appropriations for the 
office of the Auditor General. 


AUDIT OF THE OFFICE OF THE AUDITOR 
GENERAL 


22. (1) A qualified auditor nominated by 
the Treasury Board shall examine the 
receipts and disbursements of the office of 
the Auditor General and shall report annual- 
ly the outcome of his examinations to the 
House of Commons. 


(2) Each report referred to in subsection 
(1) shall be submitted to the President of the 
Treasury Board on or before the 31st day of 
December in the year to which the report 
relates and the President of the Treasury 
Board shall lay each such report before the 
House of Commons within fifteen days after 
receipt thereof by him or, if that House is not 
then sitting, on any of the first fifteen days 
next thereafter that the House of Commons 
is sitting. 
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CONSEQUENTIAL AND RELATED 
AMENDMENTS 


23. Part VII of the Financial Administra- 
tion Act is repealed. 


24. (1) Part I of Schedule I to the Public 
Service Staff Relations Act is amended by 
deleting therefrom the words “Office of the 
Auditor General of Canada”. 


(2) Part II of Schedule I to the Public 
Service Staff Relations Act is amended by 
adding thereto the words “Office of the 
Auditor General of Canada”. 


25. Section 16 of the Established Pro- 


grams (Interim Arrangements) Act is 
repealed and the following substituted 
therefor: 


“16. Nothing in this Act shall be con- 
strued to restrict the powers of the Auditor 
General of Canada under the Auditor 
General Act.” 


26. Section 27 of the French version of the 
Pilotage Act is repealed and the following 
substituted therefor: 


“27. Le vérificateur général vérifie 
chaque année la comptabilité et les opéra- 
tions financiéres de chaque Administration 
et en fait rapport au Ministre.” 


27. Subsection 23(5) of the Northwest 
Territories Act is repealed and the following 
substituted therefor: 


PART Il 


“(5) The Auditor General has, in con- 
nection with his examination of the 
accounts of the Territories, all the powers 
that he has under the Auditor General Act 
in connection with the examination of the 
accounts of Canada.” 


28. Subsection 26(5) of the Yukon Act. is 
repealed and the following substituted 
therefor: 


“(5) The Auditor General has, in con- 
nection with his examination of the 
accounts of the Territory, all the powers 
that he has under the Auditor General Act 
in connection with the examination of the 
accounts of Canada.” 


29. Section 15 of the French version of the 


Unemployment Insurance Act, 1971 is 
repealed and the following substituted 
therefor: 


“15. Le vérificateur général vérifie 
chaque année la comptabilité et les opéra- 
tions financiéres de la Commission et en 
fait rapport au Ministre.” 


30. Whenever, in the French version, the 
expression “‘auditeur général” appears in any 
provision of an Act listed in the schedule to 
this Act, there shall in every case, unless the 
context otherwise requires, be substituted the 
expression “vérificateur général”. 


PART III 
COMMENCEMENT 
ponies into 31. This Act shall come into force on a 
‘orce 


day to be fixed by proclamation. 


(The Act came into force 1 August 1977) 
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FINANCIAL ADMINISTRATION ACT 


R.S., c. F-10 


Extracts from Part VIII 


CROWN CORPORATIONS 


76. The auditor is entitled to have access 
at all convenient times to al! records, 
documents, books, accounts and vouchers of a 
corporation, and is entitled to require from 
the directors and officers of the corporation 
such information and explanations as he 
deems necessary. R.S., c. 116, s. 86. 


77. (1) The auditor shall report annually 
to the appropriate Minister the result of his 
examination of the accounts and financial 
statements of a corporation, and the report 
shall state whether in his opinion 


(a) proper books of account have been kept 

by the corporation; 

(6) the financial statements of the corpora- 

tion 
(i) were prepared on a basis consistent 
with that of the preceding year and are 
in agreement with the books of account, 
(ii) in the case of the balance sheet, give 
a true and fair view of the state of the 
corporation’s affairs as at the end of the 
financial year, and 
(iii) in the case of the statement of 
income and expense, give a true and fair 
view of the income and expense of the 
corporation for the financial year; and 


(c) the transactions of the corporation that 
have come under his notice have been 
within the powers of the corporation under 
this Act and any other Act applicable to 
the corporation; 


and the auditor shal! call attention to any 
other matter falling within the scope of his 
examination that in his opinion should be 
brought to the attention of Parliament. 


(2) The auditor shall from time to time 
make to the corporation or to the appropriate 
Minister such other reports as he may deem 
necessary or as the appropriate Minister may 
require. 


(3) The annual report of the auditor shall 
be included in the annual report of the 
corporation. 


(4) Notwithstanding section 68, this 
section operates in heu of section 132 of the 
Canada Corporations Act or sections 159 to 161 
of the Canada Business Corporations Act, as the 
case may be. 


78. In any case where the auditor is of the 
opinion that any matter in respect of a 
corporation should be brought to the attention 
of the Governor in Council, the Treasury 
Board or the Minister of Finance, such report 
shall be made forthwith through the appro- 
priate Minister. R.S., c. 116, s. 88. 
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Appendix C 


SECOND REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS, NOVEMBER 21, 1980 


REPORT TO THE HOUSE 


Friday, November 21, 1980 


The Standing Committee on Public Accounts has the 
honour to present its 


SECOND REPORT 


1. In accordance with its permanent Order of Reference 
contained in the Standing Orders of the House of Commons, 
your Committee has considered the Reports of the Auditor 
General of Canada to the House of Commons for the fiscal 
years ended March 31, 1978 and 1979, Chapter 4—Measuring 
and Increasing Efficiency, and Chapter 9—Payroll Costs 
Management, respectively. 


2. The cooperation of the witnesses who appeared before 
your Committee is acknowledged and appreciated. 


Recommendation 


3. With respect to the implications of the audit findings to 
improve government accountability to Parliament, your Com- 
mittee recommends that the Government cause a test of 
efficiency to be conducted, modelled on the test conducted and 
reported by the Auditor General. The test should be designed 
to measure the extent and rate of improvement in the efficien- 
cy actually achieved within the Governent of Canada. It is 
recommended that these test results be provided to the Stand- 
ing Committee on Public Accounts not later than December 
31, 1981. This will give Members of Parliament an opportu- 
nity to compare current efficiency levels achieved by manage- 
ment two years after the 1979 Report of the Auditor General. 


Background 


4. The First Report of the Standing Committee on Public 
Accounts reviewed testimony and submissions on two of the 
three major areas covered in the Study of Procedures in Cost 
Effectiveness (SPICE). This Second Report completes the 
review of audit findings and testimony on “Measuring and 
Increasing Efficiency”, which relates closely to the test of 
efficiency reported in the 1979 Report of the Auditor General. 
Accordingly, both are considered in this Second Report. 


Efficiency 


5. As one aspect of its investigations, the SPICE project 
conducted a number of examinations of the activities of gov- 
ernment to measure and increase efficiency. Performance 
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measurement systems in sixteen major areas of activity in 
twelve departments and involving about 100,000 person-years 
were audited. Most major applications of performance meas- 
urement in operation at the time of the audit were reviewed. 


6. The Auditor General has tried to determine what consti- 
tutes due regard for efficiency. His basic point of departure is 
that the public service managers should monitor their opera- 
tions and actively seek means of increasing efficiency. To 
guide his audits of efficiency, he has established a set of audit 
criteria. Briefly, they are: 

(a) measures of performance should be relevant and 

accurate; 

(6) performance should be adequate in comparison to the 

standard; 


(c) reports should be tailored to management needs; 


(da) performance data should be used to achieve productivity 
improvement; and 

(e) productivity measures and reports should be kept 
current. 


7. Your Committee endorses the audit criteria drafted by 
the Auditor General. It believes that the criteria represent 
minimum acceptable standards by which to judge manage- 
ment performance in measuring and improving efficiency. 
Furthermore, in testimony and written evidence before your 
Committee, the Office of the Comptroller General and depart- 
ments whose perforniance measurement systems were exam- 
ined, supported the audit criteria. 


8. The evidence submitted to your Committee shows that 
most of the performance measurement systems examined by 
the Auditor General failed to satisfy these criteria. Your 
Committee examined two case histories. In one, External 
Affairs—Passport Office, the operating controls were general- 
ly satisfactory; in the other, Post Office—Mail Processing, 
management efforts did not meet the standards embodied in 
the audit criteria. 


9. In your Committee’s opinion, the performance measure- 
ment systems reviewed by the Auditor General exhibited 
substantial weakness in management control. Testimony 
indicated general concern for improved management pro- 
cesses. Departments have submitted extensive documentation 
describing their efforts to strengthen management controls. 
The Comptroller General has placed emphasis on performance 
measurement systems in his IMPAC project. 
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10. The emphasis on improving efficiency is not new. Sub- 
missions and testimony have revealed that in 1973, the Trea- 
sury Board directed departments and agencies to institute 
systems to monitor efficiency. A further circular that was 
issued by the Treasury Board in 1976 indicated that perform- 
ance measurement implementation should be accelerated and 
completed by 1980. Your Committee has noted that the 
President of the Treasury Board has tabled two progress 
reports in the House, indicating the successes and the problems 
of implementing performance measurement systems. 


11. As a result of his audit investigations, the Auditor 
General concluded that only two of the sixteen systems exam- 
ined were considered satisfactory. Most of the performance 
measurement systems reviewed did not play an important part 
in the program management process. They generally did not 
satisfy the information needs of the operating manager who 
must make the day-to-day decisions required to control pro- 
ductivity. In most operations, management did not know the 
actual level of efficiency or how much it might be increased. In 
most labour intensive situations, there was insufficient effort to 
increase productivity. 


Test of Efficiency 


12. Because of the lack of management controls identified in 
his 1978 Annual Report and of the general weakness of 
management controls identified in other audit investigations, 
the Auditor General conducted a limited test to assess the 
actual level of efficiency being achieved in government opera- 
tions. The test addressed the criterion that 80 per cent is the 
minimum acceptable level of efficiency where it is appropriate 
and reasonable to use work measurement techniques. The test 
was limited in scope, being restricted to the Clerical and 
Regulatory (CR) category. 


13. Because of limited resources and a desire to work in 
cooperation with departments, the test was subject to a 
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number of potential biases. These biases, primarily the non- 
random selection of units to be.audited, meant that the test 
was not conducted according to a rigorous statistical design. In 
each case, the bias was recognized and was treated in a 
manner which would tend to be favourable to the efficiency 
results. In other words, the efficiency results tend to overstate 
the actual level of efficiency achieved in the units that were 
examined. The test showed an average efficiency of about 60 
per cent against engineered standards. Strictly speaking, this 
result cannot be generalized to the population of CRs. Never- 
theless, it presents compelling evidence that efficiency is prob- 
ably below the minimum acceptable level of 80 per cent. 


14. Your Committee judges it extremely unlikely that there 
are many units operating under the same conditions as those 
studied which are achieving the minimum acceptable level of 
efficiency of 80 per cent. The test therefore indicates that 
there are substantial opportunities for improvements in effi- 
ciency among the CR group. Because of the general weakness 
or absence of performance measurement systems, your Com- 
mittee concludes that equivalent opportunities for improve- 
ment are widespread throughout government. 


15. This situation is a matter of considerable concern. It 
represents a major weakness in the systems whereby managers 
in government indicate their expectations of employees and 
monitor the extent to which those expectations have been 
fulfilled. Your Committee recognizes that a test of efficiency 
does reflect on employees. Efficiency is a responsibility of 
management. Improving efficiency is by no means simple. Its 
importance leads your Committee to urge prompt and continu- 
ing attention to performance measurement by the Govern- 
ment. 


16. A copy of the revelant Minutes of Proceedings and 
Evidence (/ssues Nos. 5, 8 and 9 of the First Session of The 
Thirty-First Parliament and Issues Nos. 1, 6 and 13 of the 
First Session of the Thirty-Second Parliament) is tabled. 


Respectfully submitted, 
Bill Clarke 


Chairman 
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THIRD REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS, JANUARY 14, 1981 


REPORT TO THE HOUSE 


Wednesday, January 14, 1981 


The Standing Committee on Public Accounts has the 
honour to present its 


THIRD REPORT 


1. In accordance with its permanent Order of Reference 
contained in the Standing Orders of the House of Commons, 
your Committee has considered the Report of the Auditor 
General of Canada to the House of Commons for the fiscal 
year ended March 31, 1978 and, in particular, Chapter 9— 
Contracting Procedures. 


2. The co-operation of the Honourable Erik Nielsen, Minis- 
ter of Public Works at the time of his appearance, and the 
other witnesses who appeared before your Committee is 
acknowledged and appreciated. 


3. In 1977-78 the Auditor General completed a special study 
of the practices followed by government in entering into and 
administering contracts for construction and for the acquisi- 
tion of goods and services. Your Committee reviewed the 
findings of the Auditor General and heard testimony on the 
government-wide issues from the Treasury Board Secretariat, 
the Office of the Comptroller General, the Department of 
Supply and Services, and the Department of Public Works. 


4. Your Committee was informed that the Auditor General 
examined 1528 contracts, selected on a representative basis 
with a total value of $3 billion. 


5. The Auditor General reported that some Government 
Contract Regulations have been misinterpreted; he also 
revealed a number of weaknesses and deficiencies in contract 
administration at the government-wide level in the areas of: 


(a) competitive tendering; 
(b) pricing methods and payment terms; 


(c) contract approvals in emergency situations; 

(d) departmental delegations of authority; 

(e€) commitment authority; and 

(f) payment of contractors’ accounts. 

The Auditor General made some specific recommendations 
in these areas. 


6. In their submission before your Committee in November 
1979, officials of the Treasury Board Secretariat acknowl- 
edged the criticisms of the Auditor General and responded 
positively to each of the four government-wide recommenda- 
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tions made by the Auditor General by issuing the following 
documents: 
(a) Circular No. 1978-54—Preparation of Submissions for 
approval of Contracts, December 6, 1978 (now superseded 
by Appendix E to Chapter 310 of the Administrative Policy 
Manual); 
(b) Chapter 312—Administrative Policy Manual—Article 
7, Contracting for Consulting and Professional Services, 
September 1979; and 


(c) Circular No. 1979-20—Directives on Cost Control, July 
27, 1979. 


7. In November 1980, as a result of a request from your 
Committee, Treasury Board officials reported a number of 
continuing significant deficiencies and deviations in contract 
administration. They range from a lack of compliance in the 
policy areas relating to employer-employee relationships and 
cost-effectiveness to the relatively high use of retroactive and 
sole-source contracts. It was reported that a significant propor- 
tion of contract submissions lacked essential information and 
did not comply with Treasury Board directives. 


8. Your Committee concludes that the Treasury Board 
action to revise and update government policy and guidelines 
on contracting and cost control is a positive response to 
improving contract administration. However, your Committee 
recognizes the continuous need for monitoring compliance in 
this area as evidenced by the Treasury Board’s update of 
November, 1980. 


9. The Auditor General also revealed that a significant 
number of contracts were not awarded under a competitive 
tendering process but on an exception basis under Section 8 of 
the Government Contract Regulations. This Section requires 
that tenders be invited before entry into contract except where: 


(a) the need is one of pressing emergency in which delay 
would be injurious to the public interest; or 

(b) the estimated expenditure involved does not exceed 
$15,000; or 

(c) the nature of the work is such that it would not be in the 
public interest to invite tenders; or 

(d) only one person is capable of performing the contract. 


10. Testimony and evidence submitted to your Committee 
showed that of the 281,920 contracts awarded by the Depart- 
ment of Supply and Services—Supply Administration in fiscal 
year 1976-77, 89,659 contracts or 31.8 per cent totalling $1.8 
billion were in the sole-source category. Of this amount, $935 
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million were for major contracts in defence. Your Committee 
recognizes the fact that certain circumstances justify the non- 
competitive selection of a contractor. However, your Commit- 
tee holds the view that the contract regulations for the catego- 
ry of exception are open to either misinterpretation or avoid- 
ance of the purpose and intent of Section 8, because of the 
reliance in large measure upon a_ subjective test for 
qualification. 


11. Your Committee recommends that: 

(a) the Treasury Board adopt stronger measures to ensure 
that departments and agencies comply with Government 
Contract Regulations; 

(b) the Comptroller General ensure that the internal audit 
function monitors compliance; 

(c) the Auditor General continue to follow up on those areas 
where deficiencies and deviations have been identified; 
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(d) the Treasury Board undertake a special review of Sec- 
tion 8 of the Government Contract Regulations for the 
purpose of defining the four exceptions with greater objec- 
tive precision; and 

(e) the Auditor General proceed with an evaluation of the 
use of the exceptions under Section 8 of the Government 
Contract Regulations. 


12. Your Committee respectfully seeks an early response 
from the Government to the above recommendations in order 
that it be informed of the corrective action taken. 


13. A copy of the relevant Minutes of Proceedings and 
Evidence (Issues Nos. 2, 3 and 13 of the First Session of the 
Thirty-first Parliament and Nos. 16 and 18 of the First 
Session of the Thirty-second Parliament) is tabled. 


Respectfully submitted, 


Bill Clarke 


Chairman 


Appendix C 


FOURTH REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS, FEBRUARY 20, 1981 


REPORT TO THE HOUSE 


FRIDAY, FEBRUARY 20, 1981 


The Standing Committee on Public Accounts has the 
honour to present its 


FOURTH REPORT 


1. In accordance with its permanent Order of Reference 
contained in the Standing Orders of the House of Commons, 
your Committee has considered the Report of the Auditor 
General of Canada to the House of Commons for the fiscal 
year ended March 31, 1979 and, in particular, Chapter 8 on 
the Control and Accountability of Crown Corporations. 


Introduction 


2. Your Committee heard testimony on the desirability of 
comprehensive auditing in Crown corporations. 


3. The co-operation of the witnesses who appeared before 
your Committee is acknowledged and appreciated. 


Summary of Recommendations 


4. Your committee recommends: 

(a) that the Government introduce legislation which would 
authorize the Auditor General to put into effect a program 
of comprehensive auditing in wholly-owned Crown corpora- 
tions (see paragraph 12 of this Report); and 

(6) that the decision to conduct a comprehensive audit be 
based on the results of a preliminary survey and be con- 
curred in by the corporation’s Board of Directors (see 
paragraph 13 of this Report). 


Analysis of Testimony 


5. The Auditor General of Canada emphasized two issues in 
his overview of the subject of comprehensive auditing of 
Crown corporations. These issues were identified as the owner- 
ship issue and the reporting issue. Ownership has reference to 
the principle of Crown control with the implication that to the 
extent there is the connection to and dependency on the public 
purse, to that same extent there must be in place a system of 
value-for-money or comprehensive auditing so as to ensure 
that the corporations operate with due regard for economy, 
efficiency and effectiveness. Reporting has reference to the 
principles set out in the Financial Administration Act, which, 
in Section 77(1) stipulates that: 


*“.. the auditor shall call attention to any other matter 
falling within the scope of his examination that in his 


493 


opinion should be brought to the attention of Parliament.” 


6. The Auditor General stated that present legislation does 
not authorize comprehensive auditing in Crown corporations. 


7. The Auditor General noted that commercially-oriented 
Crown corporations should be included in the comprehensive 
audit program because of the all-inclusiveness of the owner- 
ship principle and in order to assure management of the 
adequacy of the financial management and reporting proce- 
dures they already have in place. He gave assurances that 
comprehensive audit reports would be made through the Board 
of Directors of each corporation. 


8. Your Committee sought the views of three Crown corpo- 
rations known to have differing opinions concerning compre- 
hensive auditing. 


9. The Canadian Broadcasting Corporation (CBC) fully 
endorses the principle of comprehensive auditing for ensuring 
economy and efficiency in its operations. However, the CBC 
has a number of reservations: 

(a) the methodology of comprehensive auditing has not been 

developed fully; 

(6) responsibility for development of systems should remain 

with the corporation; and 

(c) it would be inappropriate “...to attempt to audit the 

largely non-normative and non-quantifiable determination 

as to the CBC’s “effectiveness” in its programming”. 


10. Eldorado Nuclear Ltd. is firmly opposed to comprehen- 
sive auditing for a number of reasons: 

(a) comprehensive auditing is not appropriate for a commer- 

cially-oriented Crown corporation; 

(b) comprehensive auditing would undermine the role of its 

Board of Directors; 

(c) excessive time demands on management would result; 

and 

(d) the methodology of comprehensive auditing has not been 

developed fully. 

11. Export Development Corporation is unique among the 
three corporations appearing before your Committee in that it 
is the only Crown corporation to have actually undergone a 
comprehensive audit. The Board of Directors and management 
of Export Development Corporation considered their compre- 
hensive audit to be a very useful and productive exercise. They 
recommended, however, the following: 

(a) involvement of the Board of Directors in the planning 

and direction of the audit; and 

(b) extension of the comprehensive audit time-frame from 

the present six to eight months to a two-year period in order 

to reduce management overload. 
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Conclusions and Recommendations 


12. Your Committee, after careful consideration of all the 
issues raised in testimony and witnesses’ opening statements, 
concludes that the ownership and reporting principles provide 
a sound basis for the introduction of comprehensive auditing in 
Crown corporations. Your Committee, bearing in mind the 
inadequacies of the Financial Administration Act in this 
regard, recommends that the Government introduce legislation 
which would authorize the Auditor General to put into effect a 
program of comprehensive auditing in wholly-owned Crown 
corporations. 


13. Your Committee concludes that comprehensive auditing 
should be applied on a selective basis and recommends that the 
decision to conduct a comprehensive audit be based on the 
results of a preliminary survey and be concurred in by the 
corporation’s Board of Directors, provided that in the absence 
of such concurrence, the Auditor General may take such 
further action as he deems necessary or advisable. 


14. Your Committee concludes that the position taken by 
the Export Development Corporation with respect to the desir- 
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ability and feasibility of the comprehensive audit is both 
satisfactory and acceptable. 


15. Your Committee is of the opinion that the position taken 
by the Canadian Broadcasting Corporation with respect to the 
efficiency and economy aspects of comprehensive auditing is 
reasonable. However, your Committee considers that there is 
no reason why the Auditor General should not conduct a 
comprehensive audit including a review of the Corporation’s 
procedures for evaluating the effectiveness of its entire 
operations. 


16. Your Committee concludes that the position of Eldorado 
Nuclear Ltd. is unacceptable; that the refusal of that Corpora- 
tion to involve itself in a comprehensive audit cannot be 
justified for the reasons stated; and that a comprehensive audit 
could benefit the Corporation. 


17. A copy of the relevant Minutes of Proceedings and 
Evidence (/ssues Nos. 7, 8, 15 and 23 of the First Session of 
the Thirty-second Parliament) is tabled. 


Respectfully submitted, 


Bill Clarke 


Chairman 
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FIFTH REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS, APRIL 8, 1981 


REPORT TO THE HOUSE 


Wednesday, April 8, 1981 


The Standing Committee on Public Accounts has the 
honour to present its 


FIFTH REPORT 


1. In accordance with its permanent Order of Reference 
contained in the Standing Orders of the House of Commons, 
your Committee has considered the Report of the Auditor 
General of Canada to the House of Commons for the fiscal 
year ended March 31, 1980 and, in particular, paragraphs 11.7 
and 11.8 with respect to the heavy water plants of Atomic 
Energy of Canada Limited (AECL). 


2. The co-operation of the witnesses who appeared before 
your Committee is acknowledged and appreciated. 


3. Your Committee heard testimony on the decisions taken 
by AECL: 


(a) to mothball its La Prade heavy water plant; 


(b) to seek forgiveness of the loans from the Government of 
Canada for the La Prade, Glace Bay and Port Hawkesbury 
heavy water plants; and 


(c) to continue producing heavy water at the Glace Bay and 
Port Hawkesbury plants. 


4. Testimony revealed that the decision in 1973 by AECL to 
build the La Prade heavy water plant was based on both 
Canadian and world forecasts of demand for nuclear-generat- 
ed electricity which were greatly overestimated. Given that the 
demand for heavy water failed to materialize in the last decade 
and that excess capacity has been created by new planned 
production facilities outside the AECL program, your Com- 
mittee concurs with the corporation’s decision in 1978 to 
mothball the incomplete La Prade plant. 


5. With respect to the AECL decision to seek forgiveness of 
the loans from the Government of Canada for the construction 
of the La Prade plant and for the acquisition and rehabilita- 
tion costs associated with the Glace Bay and Port Hawkesbury 
plants, your Committee notes that the Government has 
obtained the approval of Parliament for such forgiveness by 
means of a supplementary estimate. Your Committee is con- 
cerned that indebtedness of this nature and magnitude, caused 
by miscalculation in AECL forecasting of domestic and world 
demand for heavy water, has developed. Furthermore, your 
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Committee questions AECL’s plans to stockpile heavy water 
at an annual cost in excess of $100 million with no reasonable 
expectation of immediate sales. Your Committee is greatly 
concerned that this will lead to further requests for forgiveness 
of unmanageable debt. Your Committee has not been made 
aware of any specific safeguards to prevent the recurrence of 
such indebtedness. 


6. The Auditor General observed in his 1980 Report that 
AECL was carrying the three heavy water plants at a total 
depreciated net book value of $765.4 million as of March 31, 
1980 and questioned whether the book value of the plants was 
reasonable. The corporation holds the view that the La Prade 
plant has no commercial value and that this asset should be 
written off and that the assets of the other two plants should 
be written down in light of the forgiveness of the loans. 


7. The management of AECL reported that progress had 
been made in implementing the recommendations of the 
Financial Management and Control Study. The Auditor Gen- 
eral has not had the opportunity to confirm this. 


Conclusions and Recommendations 


8. Your Committee, after careful consideration of the issues 
raised in testimony and witnesses’ opening statements, con- 
cludes that future loans to AECL should be approved on 
condition that the management of the corporation has intro- 
duced sound planning and control mechanisms. The Auditor 
General should be able to give Parliament an independent 
assessment as to whether such mechanisms are operating 
effectively. 


9. Your Committee concludes that AECL’s major difficulty 
in capturing overseas markets is Canada’s nuclear safeguards 
policy which insists upon additional bilateral agreements over 
and above the International Atomic Energy Agency standards 
to which all Non-Proliferation Treaty member nations must 
conform, thereby effectively excluding AECL from foreign 
markets. 


10. Your Committee recommends that: 


(a) the Government and AECL take measures to increase 
export sales of CANDU reactors or abandon this program; 


(b) the corporation make contingency plans for the cicsure 
or mothballing of one or both of its heavy water plants and 
that these plans be reported to Parliament; 
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(c) the management of AECL put in place sound planning 
and control mechanisms or other safeguards so that it will 
not incur indebtedness that cannot be repaid by the corpora- 
tion; and 


(d) the Auditor General undertake, before the end of 1981, 
a preliminary survey for a comprehensive audit of AECL. 
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11. A copy of the relevant Minutes of Proceedings and 
Evidence (Issues Nos. 18, 19, and 30 of the First Session of 
the Thirty-second Parliament) is tabled. 


Respectfully submitted, 


BILL CLARKE 


Chairman 


Appendix C 


SIXTH REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS, JUNE 23, 1981 


REPORT TO THE HOUSE 


Tuesday, June 23, 1981 


The Standing Committee on Public Accounts has the 
honour to present its 


SIXTH REPORT 


1. In accordance with its permanent Order of Reference 
contained in the Standing Orders of the House of Commons, 
your Committee has considered the Report of the Auditor 
General of Canada to the House of Commons for the fiscal 
year ended March 31, 1980 and, in particular, Chapter 6—the 
Comprehensive Audit of the Department of Indian Affairs and 
Northern Development (the Department). 


2. The co-operation of the witnesses who appeared before 
your Committee is acknowledged and appreciated. 


3. Your Committee heard testimony on the major issues 
arising from the comprehensive audit of the Department, with 
emphasis on: 


(a) the audit of Indian Band trust accounts and the scope of 
the Auditor General’s audit role with respect to these trust 
accounts; 


(6) the transfer of program delivery responsibilities from the 
Department to Indian Bands; 


(c) financial controls over contributions to Indian Bands and 
the Indian Economic Development Account; and 


(d) clarification of the mandate of the Department. 


4. In response to an Order of the House made November 15, 
1979, the Auditor General has audited a statistical sample of 
the transactions related to Indian Band trust accounts for the 
fiscal year 1979-80. He is of the opinion that receipts and 
disbursements for that year are properly recorded. With 
regard to previous years, he concludes that because of the 
unavailability of certain departmental records, an extended 
audit would be inconclusive and very costly. Your Committee 
shares this view. 


5. The Department has proposed a plan to conduct an 
internal audit of the 1,146 trust accounts within the next three 
years. The Auditor General has indicated his willingness to 
monitor the implementation of this audit plan and assess its 
methodology. However, representations by the Department 
and the Auditor General have not yet been made to the 
Indians and such representations would be advisable in light of 
the fiduciary nature of the accounts and the fact that the 
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National Indian Brotherhood and 75 Band Councils ha 
requested that the Auditor General undertake audits of 
individual trust accounts. 


6. The Department stated the underlying principle that 
governs transfers of program delivery responsibilities to Indian 
Bands, viz., that Indians should have the responsibility for 
managing their own communities and providing their own 
services. While this principle is laudable, your Committee is 
concerned that a number of the major deficiencies in the 
administration of these transfers have not yet been adequately 
addressed by the Department. These are the need to: 


(a) upgrade the capabilities of those Indian Bands and Band 
Councils requiring the same so that they can cope with 
responsibilities transferred to them; 


(5) appoint a “Commissioner” to be responsible for the 
adequacy of the transfers and control of related departmen- 
tal overhead; 

(c) ensure that the interests of departmental employees are 
not adversely affected by such transfers (e.g. teachers’ job 
security); 


(d) ensure that individual Indians have adequate means of 
redress if their interests are adversely affected by transfers 
to a negligent Band Council; and 


(e) hold the Department accountable for the implementation 
of its “General Management Improvement Plan” so that 
legislative or other measures can be adopted as soon as 
possible to rectify the deficiencies noted in this paragraph. 


7. Your Committee noted that expenditures by Indian 
Bands are not subject to appropriate accountability processes. 
The Indians have voiced concerns about inflexible conditions 
they are required to meet under current contribution agree- 
ments. The Department has responded by initiating negotia- 
tions with Treasury Board to develop an accountability process 
which is more appropriate both for the Indians and the Gov- 
ernment. Your Committee has sought and has not yet received 
clarification of the status of these negotiations between Trea- 
sury Board and the Department. Your Committee has also not 
been made aware of the timetable for the resolution of this 
problem. 


8. Your Committee is concerned that the interest rate for 
funds made available through the Indian Economic Develop- 
ment Account (2% above prime) is unduly high by comparison 
with rates levied under other federal programs. For example, 
the Farm Credit Corporation’s mortgage interest rate is only 
14%. 
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9. Your Committee noted that the Office of the Comptroller 
General and the Department have taken measures to improve 
the administration of the Indian Economic Development 
Account and have attempted to respond to many of the serious 
weaknesses in the financial control of the Account identified 
by the Auditor General. However, your Committee is con- 
cerned that the following important problems have not yet 
been adequately addressed: 


(a) a satisfactory definition of the goals of the Account is 
lacking; 


(b) the excessive level of departmental overhead charged to 
the administration of this program; and 


(c) the misuse of the Account such as ill-advised loans for 
overly large and ambitious projects. 


10. Your Committee is concerned that the Department take 
the necessary steps to clarify its mandate, especially in light of 
the absence of specific objectives, plans or goals against which 
its achievements can be measured. This has been an underly- 
ing cause of its management control weaknesses. Your Com- 
mittee wishes to see the implementation of the Department’s 
IMPAC action plan for improvements in this area. Your 
Committee will review the Department’s directional and 
strategic plans at a later date to ascertain what progress has 
been made. 


Conclusions and Recommendations 


11. With respect to the Auditor General’s audit of Indian 
Band trust accounts, your Committee concludes, in light of the 
lack of precision of the Order of the House of Commons of 
November 1979 and the absence of complete accounting 
records, that the Auditor General has discharged his obliga- 
tions under this Order. At the same time, your Committee 
noted that the Auditor General was unable to audit any 
individual trust accounts. 
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12. With respect to the transfer of program delivery respon- 
sibilities to Indian Bands, your Committee concludes that: 

(a) many Indian Bands are unable to cope with transferred 

responsibilities; 


(b) excessive overhead costs have been charged to the 
administration of the transfers; and 


(c) there are many deficiencies in the transfer program. 
13. Your Committee therefore recommends that: 


(a) the Auditor General undertake an audit of one or more 
individual Indian Band trust accounts and that he and the 
Department consult with representatives of the Indians to 
ascertain the scope of his examination of the accounts; 


(b) the Auditor General monitor the implementation of the 
Department’s internal audit plan for trust accounts; 

(c) the Department appoint a “Commissioner”, who would 
be the designated senior official in the Department to be 


held accountable for the transfer of responsibilities to Indian 
Bands; 


(d) Treasury Board take measures to expedite and conclude 
its negotiations with the Department over the establishment 
of appropriate controls for contributions to Indian Bands; 


(e) the Department immediately define and implement the 
goals of the Indian Economic Development Account; 


(f) the Department immediately define its mandate; and 


(g) the Department provide to your Committee by Septem- 
ber 1, 1981 a timetable of proposed implementation dates 
for the foregoing recommendations. 


14. A copy of the relevant Minutes of Proceedings and 
Evidence (Issues Nos. 27, 28, 29 and 35 of the First Session 
of the Thirty-second Parliament) is tabled. 


Respectfully submitted, 


BILL CLARKE 
Chairman 
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SEVENTH REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 


TO THE HOUSE OF COMMONS, 


REPORT TO THE HOUSE 
Tuesday, June 23, 1981 


The Standing Committee on Public Accounts has the 
honour to present its 


SEVENTH REPORT 


1. In accordance with its permanent Order of Reference 


contained in the Standing Orders of the House of Commons, © 


your Committee has considered the Report of the Auditor 
General of Canada to the House of Commons for the fiscal 
year ended March 31, 1980 and, in particular, Chapter 5— 
Comprehensive Audit—House of Commons. 


2. The co-operation of the Honourable Jeanne Sauvé, 
Speaker of the House of Commons, and the other witnesses 
who appeared before your Committee is acknowledged and 
appreciated. 


Introduction 


3. In April 1979, the Speaker of the House of Commons 
asked the Auditor General to undertake a comprehensive audit 
of the administrative systems and organization of the House. 
On November 1, 1979 the Speaker tabled an interim Report 
by the Auditor General on preliminary findings and recom- 
mendations in which he described “significant deficiencies in 
administrative organizational arrangements, in financial man- 
agement and control, and in personnel administration in the 
House of Commons”. In response to this Report, the Speaker 
agreed to undertake a reorganization of the senior manage- 
ment positions, appoint an interim Administrator, and imple- 
ment the organizational proposals of the Auditor General on 
an experimental basis. 


4. In a final Report for the Speaker in April 1980, the 
Auditor General proposed an action plan which was accepted. 
This plan called for the appointment of an Administrator, with 
deputy head status, to provide leadership and direction for 
administrative functions. The Clerk of the House was to 
remain the senior permanent deputy head, responsible for 
procedural matters. The Sergeant-at-Arms, also with deputy 
head status, was to be responsible for ceremonial duties as well 
as for security and access to buildings and other services. All 
three officials were to report directly to the Speaker and were 
to constitute an Executive Committee with the Speaker as 
Chairperson. 
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5. The action plan also called for the appointment of a 
Comptroller and a Director General, Human Resources, each 
reporting directly to the Administrator, and for the develop- 
ment and implementation of policies and procedures necessary 
to provide effective financial, personnel and operating prac- 
tices in the House of Commons. 


Organization of the House of Commons 


6. Your Committee has examined the observations and 
recommendations of the Auditor General with respect to the 
organization of the House of Commons. It also held three 
hearings at which the Speaker and her officials reported on the 
action taken and planned by the management on these 
recommendations. 


7. Your Committee recognizes that the reorganization of the 
functional responsibilities of the three senior officials and their 
reporting relationships, as shown on a House of Commons 
Organization Chart, dated October 1, 1980, is experimental at 
this stage. It may be formalized later by amendments to 
legislation and the Standing Orders as necessary but only if it 
proves to be operationally efficient and effective. 


8. However, your Committee has the following concerns: 


(a) the current division of functional responsibilities is a 
compromise to satisfy short-term needs rather than a solu- 
tion for long-term organizational problems; 


(5) the organizational structure as proposed by the Auditor 
General in his 1980 Report and subsequently modified and 
implemented by the Speaker may need to be further modi- 
fied to consolidate administrative functions in order to avoid 
overlapping responsibilities and to strengthen the manage- 
ment and accountability processes; and 


(c) the methods senior officers are 


inconsistent. 


of appointing 


9. Your Committee does not intend to recommend any 
changes in the current organization of the House of Commons 
at this time. However, it will review the situation at the end of 
the current fiscal year to determine whether or net it is 
satisfied that progress has been made by the senior manage- 
ment in achieving its objectives under these new organizational 
arrangements and that there has been due regard for economy, 
efficiency and effectiveness. 
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Need for an Action Plan 


10. Evidence before your Committee revealed that there is 
indeed a great need for improvement in administrative policy 
and procedures in the House of Commons. Your Committee 
noted that many of the administrative problems throughout 
the House of Commons fall in the area of personnel policy. It 
is clearly evident that policies relating to classification, staff- 
ing, and pay and benefits are not well defined. Procedures 
relating to manpower planning and staff grievances are 
deficient. 


11. The Auditor General’s action plan, adopted in April 
1980, included the recommendation that the Speaker: 
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“Develop and implement the policies and procedures neces- 
sary to provide effective financial, personnel and operating 
practices in the House... Leadership in this task should be 
provided by the Administrator”. 


Your Committee requests therefore that an action plan and 
time-table for the implementation of these policies and proce- 
dures be provided to it by the Speaker by August 31, 1981 so 
that progress can be monitored. 


12. A copy of the relevant Minutes of Proceedings and 
Evidence (Issues Nos. 20, 21, 22 and 35 of the First Session 
of the Thirty-second Parliament) is tabled. 


Respectfully submitted, 


BILL CLARKE 


Chairman 
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OPINION AND OBSERVATIONS BY THE AUDITOR 
GENERAL ON THE FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


(Sections 2 and 3 of the Public Accounts, 1980-81) 
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Appendix D 


. PREFACE TO THE 
AUDITED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


The accounting policies adopted by the Government and summarized in Note 1 to the 
financial statements are the result of continuing developments over the years and form the 
basis for the preparation of the financial statements, designed primarily to provide an 
accounting of the financial resources appropriated by Parliament. The fundamental require- 
ment to report compliance with legislative authority results in the presentation of financial 
information in a manner significantly different from that found in the private sector. The 
accrual basis of accounting used in the private sector best reflects the costs incurred to earn 
revenues; the policies followed by the Government, under which revenue is on the cash basis 
and the use of appropriations is on generally the accrual basis, best accommodate reporting 
to Parliament. 


The four financial statements in this section, together with the accompanying notes, are 
presented for audit in compliance with Section 55 of the Financial Administration Act. These 
statements form the basis of the Government’s accounting for the management of the 
financial authorities granted by Parliament. Other sections in this volume, together with 
Volumes II and III of the Public Accounts, are designed to provide information supporting 
the financial statements. 


The first financial statement is the Statement of Transactions, which summarizes all 
transactions of the Government, as defined in Note | (ii), and shows how the financial 
requirements were met, and the effect of all transactions on the cash balance. The financial 
transactions are classified into four main categories: budgetary, non-budgetary, foreign 
exchange and unmatured debt. 


The first category, budgetary transactions, consists of all the transactions which enter into 
the calculation of the annual surplus or deficit of the Government, and includes the receipts 
from tax and non-tax revenue together with the expenditures authorized by Parliament. 
Revenue is recognized only when received and does not include amounts due but not 
collected. Budgetary expenditure, however, is recorded largely on the accrual basis and 
includes charges for work performed, goods received, services rendered, transfer payments 
made, amortization of the actuarial deficiencies of the three main superannuation accounts, a 
provision for estimated losses on realization of recorded assets and accruals for interest on 
unmatured debt. Fixed assets, which include land, buildings, works and equipment, are not 
capitalized but are charged to budgetary expenditure at the time of acquisition or construc- 
tion. Budgetary expenditure does not include amounts payable or accrued at the year end, for 
contributions paid from statutory appropriations, employee termination benefits, unpaid 
annual vacation entitlements and the indexing of pensions. 


The second category, non-budgetary transactions, includes loans, investments and advances 
made by the Government, the Government’s liability to outside parties from its role of 
administrator of certain public monies received or collected for special purposes, and other 
liabilities recorded as a result of the budgetary accruals mentioned above. These transactions 
account for the change in the financial claims due to or by the Government, in accordance 
with the accounting policies referred to in Note | to the financial statements. 


The third category, foreign exchange transactions, reflects transactions with the Exchange 
Fund Account, required to protect the external value of the Canadian dollar, together with an 
accounting of the net position of the Government with respect to the International Monetary 
Fund. Foreign exchange transactions also include unmatured debt payable in foreign 
currencies. 


The fourth category, unmatured debt transactions, represents the extent to which financial 
requirements have been met through the increase in unmatured debt, that is the net changes 
in the amounts owing for such debt instruments as marketable bonds, Canada savings bonds 
and Treasury bills. Unmatured debt transactions exclude unmatured debt payable in foreign 
currencies. 
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The second statement is the Statement of Revenue and Expenditure. This statement gives 
a more detailed accounting of the budgetary transactions summarized in the Statement of 
Transactions. The annual surplus or deficit represents the difference between the expendi- 
tures and the revenues of the year in accordance with the accounting policies previously 
described. 


The third statement is the Statement of Assets and Liabilities. Since this statement is 
based on the Government’s accounting policies, it does not parallel the conventional balance 
sheet presented in the private sector. More particularly, fixed assets having been accounted 
for as expenditures, are recorded at the nominal value of $1, and revenues not yet received, 
such as uncollected taxes, are not recorded as financial claims. The effect of inflation on the 
economic value of the Government’s reported assets and liabilities has not been reflected. It is 
generally recognized that inflation tends to reduce the value of financial assets and liabilities 
while at the same time increasing the recorded value of fixed assets. Thus it should be noted 
that the difference between the reported assets and liabilities is simply the aggregate of 
budgetary surpluses and deficits determined in accordance with the accounting policies of the 
Government; in no way does this difference reflect the Government’s net worth. 


The fourth statement is the Statement of Use of Appropriations, which summarizes, by 
department, the use, during the year, of parliamentary appropriations for budgetary expendi- 
ture and loans, investments and advances. 
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GOVERNMENT OF CANADA 


Statement of Transactions 
for the Year Ended March 31, 1981 


(in millions of dollars) 


1981 1980 
BUDGETARY TRANSACTIONS 
REVENUG Se pens is es sSagasasexnncchiie ad casovanscks 5s so are oT nate ROR oR ree eae ee ar 46,507 40,054 
Expenditures. o2.c. aes : ; “CRCEeEARSE — 59,175 - $2,842 
De FICHE AOMRTE HAER oi in NU secceaa ct — 12,668 — 12,788 
NON-BUDGETARY TRANSACTIONS 
Loans, investments and advances a0 a area Pe PI AY o tire ROK Cn re ON Arent mR eyes ccnscaereectiontanicinc cee — 493 - 119) 
Specified purpose accounts...... Ae Re oe oe EC rey ea PERSE nee ate Coat RO ONO 2,781 2,047") 
Othertransactions......4.7..005.- een rep osyee REA ASH STARS eee ee ne eee re erence nen : 263 415 
INGL SOUNCE 1.27 <ocrmerne ee phe ee DO Sc heh MRRP heen DIC Cres coms acerca Sea : 2,55 2,343 
Financial requirements (excluding foreign exchange) ...................cce eee eae Cs rR TE Oo eo ee OSNT?, — 10,445 
FOREIGN EXCHANGE TRANSACTIONS®) 1,157 - 128 
Total financial requirements”) .. e — 8,960 = 10.573 
UNMATURED DEBT TRANSACTIONS®) .... ee eee PEEP iid SOP NE a Rsre ce iri tesco ae 11,153 7,878 
Ghangewncasht .4.n-e0 ee o. eet: Be ra PPR OL. AA TROUT SS aa ae 2,193 — 2,695 
GASH BALANCE-AT ENJ) OFVPE RIOD Wii viacccciicssssececesenescca cess nsshsertse Ws Btesbacpsessnassonnssngsapqensrctanee ere Sec aes oy ee 5,931 3,738 
pea a a ee ee ees 
The accompanying notes are an integral part of this statement. 
Details can be found in other sections of this volume. 
‘) For purposes of presenting the transactions of the Government, 
(a) Joans, investments and advances include working capital advances to revolving funds, departments and agencies; and, 
(b) specified purpose accounts include the non-interest bearing advances made to the Unemployment Insurance Account. 
() Cash requirement ( — ). 
G) Unmatured debt payable in foreign currencies has been included as part of foreign exchange transactions. 
September 15, 1981. 
I. A. STEWART, D. H. W. KIRK WOOD, 
Deputy Minister of Finance. Deputy Receiver General for Canada. 
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GOVERNMENT OF CANADA 


Statement of Revenue and Expenditure 
for the Year Ended March 31, 1981 


(in millions of dollars) 


Appendix D 


1981 1980 
Revenue Revenue 
credited to credited to 
appropriations appropriations 
and postal and postal 
receipts used receipts used 
Gross to defray postal Net Gross to defray postal Net 
revenue expenditures revenue revenue expenditures revenue 
REVENUE 
TAX REVENUE 
Income tax— 
Personal Bon eR RPE te tec aca uacinced eevee oe oo. ae nee ee 19,837 19,837 16,808 16,808 
Corporation............. 8,106 8,106 6,951 6,951 
Non-resident 867 867 787 787 
Petroleum and gas revenue tax 27 27 
28,837 28,837 24,546 24,546 
Excise taxes and duties— 
Sales tax .. eee 5,429 5,429 4,698 4,698 
Customs import duties 3,188 3,188 3,000 3,000 
Excise duties 1,042 1,042 895 895 
Oil export charge 842 842 750 750 
Special excise tax—Gasoline 453 453 421 421 
Natural gas and gas liquids tax 187 187 
Other taxes ; 573 573 502 502 
11,714 11,714 10,266 10,266 
Other tax revenue 1,658 1,559 99 119 23 96 
TOTAL TAX REVENUE 42,209 1,559 40,650 34,931 23 34,908 
NON-TAX REVENUE 
Return on investments— 
Bank of Canada 1,459 1,459 1,084 1,084 
Canada Mortgage and Housing Corporation 839 839 782 782 
Exchange Fund Account 620 620 404 404 
Interest on bank deposits 318 318 244 244 
Farm Credit Corporation 243 243 210 210 
Other return on investments 695 44 651 642 22 620 
4.174 44 4,130 3,366 22 3,344 
Postal revenue 1,369 260 1,109 1,337 219 1,118 
Privileges, licences and permits 223 104 119 113 15 98 
Services and service fees ; 1,433 1,315 118 463 353 110 
Refunds of previous years’ expenditure 111 111 OF 197 
Bullion and coinage 60 60 42 42 
Proceeds from sales 259 202 57 205 145 60 
Premium and discount on exchange Q) (1) 40 () 40 
Other non-tax revenue 983 830 153 641 504 137 
4,438 PIAL WE. 3,038 1,236 1,802 
TOTAL NON-TAX REVENUE 8,612 ETS) 5,857 6,404 1,258 5,146 
PO TAIFRE VEN Bere aecinc thee hoetes ose th eson as eae eae 50,821 4,314 46,507 41,335 1,281 40,054 
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EXPENDITURE 


PAB TICUIUNT Ce Be .cxcrrts sess ctuetactaees 
Communications............. 


Consumer and Corporate Affairs .. ok 


Economic Development ... 
Employment and Immigration 
Energy, Mines and Resources 
Environment ............. 
External Affairs 

Finance vie cro cnr eee 
Fisheries and Oceans ...... 
Governor General Bo. 4: 
Indian Affairs and Northern Development 
Industry, Trade and Commerce 
Justiceses tees. ote 
Babout ey. ee 

National Defence eis sn Pee 
National Health and Welfare 
National Revenue............. 
Parliament ye 

Post Office ........ 

Privy Council 

Public Works . 

Regional Economic Expansion 
Science and Technoiogy 
Secretary of State. 

Social Development .... 
Solicitor General 

Supply and Services 
Transport... Pe oo 
Treasury Board............:...... 
Veterans Affairs.............-..- 


TOTAL DEPARTMENTAL EXPENDITURE 
PROVISION FOR VALUATION 


TOTAL EXPENDITURE 


NEO RE VINO EG eee ec -ce sto eee cece? 


[OY 3) OCC ih tae. <0. cacacesecugptonse.1-acp basBanantnasoadasncorndercceneunaaraeets0 Jonn : 


1981 1980 
Revenue Revenue 
credited to credited to 
appropriations appropriations 
and postal and postal 
Gross receipts used Net Gross receipts used Net 
expen- _todefray postal expen- expen- to defray postal — expen- 
diture expenditures diture diture expenditures diture 
890 8 882 782 782 
1,249) 719 1,170?) 870 16 854 
a, 77 13 183 
11 11 8 8 
4,154 566 3,588 3.728 265 3,463 
§,243(2) 1,397 3,846”) 2.016 4 2.012 
555 18 537 475 19 456 
1,096 12 1,084 1,053 1,053 
14,786 5 14.781 12,118 4 12,114 
368 368 314 314 
3 3 3 3 
1,417) 1,417) 1,126 18126 
655 655 $79 579 
175 175 133 133 
104 10 94 86 1 Tie 
5,312 235, §,077 4,600 a 4,389 
15,802 20 15,782 14.056 18 14,038 
721 44 677 619 38 S81 
130 130 99 99 
1,857 260 kao 1,631 219. 1.412 
68 68 154 154 
2.298 266 2,032 1,803 $3 1,750 
qe 722 628 628 
401 9 392 333 8 325 
2,143 10 2183 2,022 2.022 
2 2 
1,269 214 1,055 1,091 187 904 
941 620 321 304 3 253 
3,052 529 2,523 1,799 169 1.630 
184 12 172 209 8 201 
1,006 1,006 933 933 
Asiana 66,691 4,314 62,377 53,645 1,281 52,364 
= 3) 478 
59,175 52,842 
46,507 40,054 
12,668 12,788 


The accompanying notes are an integral part of this statement. : 
Details of revenuc and expenditure can be found in Sections 4 and 5 of this volume and in Volume II. 


() Less than $500,000. 


(2) Includes loans deleted: Communications, $198 million: Energy, Mines and Resources, $690 million: and, Indian Affairs 


September 15, 1981. 


1. A. STEWART, 
Deputy Minister of Finance. 
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and Northern Development, $148 million. 


D. H. W. KIRKWOOD, 


Deputy Receiver General for Canada. 
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GOVERNMENT OF CANADA 


Statement of Assets and Liabilities 
as at March 31, 1981 


(in millions of dollars) 


Net increase 


1981] 1980 or decrease ( — ) 
ASSETS 
LOANS, INVESTMENTS AND ADVANCES, Table 6.1, Section 6— 
Crown corporations and agencies, Table 6.4, Section 6— 
Lending institutions — 
Canada Mortgage and Housing Corporation Pm ENE: : 10,189 10,123 66 
Export Development Corporation ....... Boek eee rae mentee biker GAR EM 1,550 1,569 -19 
Farm Credit Corporation , ea aan te eeepee eM Meanie ote 3,379 3,109 270 
Federal Business Development Bank 4 ¥, ~ 1,156 1,257 - 101 
Municipal Development and Loan Board sui ne we 158 170 -12 
16,432 16,228 204 
All other Crown corporations and agencies— 
Air Canada : ‘ BO Aerrah oce ae URE at Doe et Petes iaey 622 635 = 13 
Atomic Energy of Canada Limited scsi ee Harts 881 1,578 -— 697 
Canadian National Railways ; ; : ae 2,753 2,745 8 
Petro-Canada : crecete mors 1,444 1,004 440 
Other eiiaheaaeaaeemen tere dire wie 1,495 1,770 - 275 
EMD) 7,732 — 537 
Total Crown corporations and agencies rs ee. ‘ 23,627 23,960 — 333 
Other loans, investments and advances— 
Provincial and territorial governments Fa etnes: 1,078 1,313 — 235 
National governments including developing countries, Table 6.8, ‘Section 6 Se ee ; 2,942 PATS) 229 
International organizations Safed ; Jae 2,255 1,966 289 
Less: notes payable a : : Sh ay 816 637 179 
1,439 1,329 110 
Veterans’ Land Act Fund advances less allowance for conditional benefits +t SR #€% 312 349 =,37 
Government controlled corporations : a Sorter ecenaetear ee doce: 44] 439 3 
Private sector enterprises : Seated : 2 180 142 38 
Miscellaneous : 265 246 19 
6,657 6,531 126 
30,284 30,491 — 207 
Less: allowance for valuation : Eastin 2,300 3,000 — 700 
TOTAL LOANS, INVESTMENTS AND ADVANCES .. ; 27,984 27,491 493 
OTHER ASSETS, Table 8.1. Section 8— 
Cash in transit ' 1,846 InS3 693 
Unemployment Insurance Account—Non-interest bearing advances .. ... Ms: 1,013 — 1,013 
Working capital advances to revolving funds, departments and agencies .......0cccc cece. Rosser 806 — 806 
Unamortized bond flotation costs . : Docheneteen ee tes ke 140 -— 140 
1,846 Sy MI?) — 1,266 
Less: allowance for valuation bps 1,970 al 270 
TOTAL OTHER ASSETS ..... sees oir ee Bes mores me 1,846 1,142 704 
FOREIGN EXCHANGE ACCOUNTS, Table 9.1, Section 9— 
Exchange Fund Account—Advances, Table 9.2, Section 9... Woiaice cts eee Ean ore 1,939 3,202 — 1,263 
International Monetary Fund—Subscriptions ... bias ee Boe: 2,961 2,031 930 
4,900 3,253 — 333 
Less: International Monetary Fund—Notes Ealavle Sree Sep Re eo Re, 8 2329 1,614 Ths 
Special Drawing RightS=..0.5.... ees, aoe eee 1,134 959 175 
3,463 2,573 890 
TOTAL FOREIGN EXCHANGE ACCOUNTS ........... sfass astuay hoy chtos ck ‘ eee 1,437 2,660 — 1,223 
CASH, Table 11.1. Section 11 : 5,931 3,738 2,193 
FIXED ASSETS (valued at one dollar), Section 11 ape eae ech aan beeen 
NET RECORDED ASSETS ..... nes a re 37,198 35,031 2,167 
ACCUMULATED DEFICIT, Table 11.4. Section 11. : i ee 81,263 68,595 12,668 
STIS TAN NN 8 ci tis tt Si es See ap lc wlan ge 118,461 103,626 14,835 
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LIABILITIES 


SPECIFIED PURPOSE ACCOUNTS, Table 7.1, Section 7— 
Ganadasecnstoui AneA CCOM mn tame... Reap eer «Or Seay ce, tei RENE geet os coc sees sazssovivi aces sana enemas 
Less: provincial government securities held by the Canada Pension Plan Investment Fund ...........0.0...0.0:0.0000 


Superannuation accounts . 


Less: unamortized portion i Taccharin ee ticienicieal ok Rie haere. Paeese MAE eik ser csciovers osviect he oareaaioncsce 


Unemployment Insurance ACCOUNE cece tent reece teteeecenen SevaeneaSeViads oh OCtinate Seed eR 


Less: interest bearing loan ......... Do srered on 
allowance for Government’s cost ‘of paying unemployment insurance benefits . re 


Government Annuities Account ec eisten Ahehnatee esr, PAR ihe tern t Thre PI aan eee kN ha 8 


Deposit and trust accounts . 


Provincial tax collection agreements account .. 


Other 


TOTAL SPECIFIED PURPOSE ACCOUNTS .................-... 
OTHER LIABILITIES, Table 8.5, Section 8— 


Interest and matured debt . 


Less: unamortized discount on Treasury bills. Re reer raise ae Se ies. ts. NRE BS A RO, 2 


Accounts payable... 


Outstanding cheques, warrants and postal money orders Soden Te cit ore oie ' 
Undisbursed balances of appropriations to special accounts............. 


Miscellaneous 


TOTAL OTHER LIABILITIES 
UNMATURED DEBT, Tables 10.1 and 10.9, Section 10— 


Payable in Canadian currency— 


Marketable bonds 
Canada savings bonds 


Special non-marketable bonds ..... 


Treasury bills)... se. 


Less: Government's holdings of unmatured debt— 
Miakketable. bondsae tthe it, Meret seed ive te ety one. feagaast-ngeeec Ser, bee ee 
Canada savings bonds held on account of CMployeesy seems TON wae Roe oc scees cage e eee 
Special non-marketable bonds issued to Canada Pension Plan Investment Fund............0.000 ees 


Payable in foreign currencies— 


Marketable bonds ......... 


Notes and loans payable in foreign c currencies . 


Less: Government's holdings of unmatured debt— 
Marketableibonds, <5 htt. ete is. cakes nieces Uhencrh. See eee ey eta an ets ec aoe 


TOTAL UNMATURED DEBT ...........00.......000 visuasneaanataeneteote Bop it ixeuiie ep tasasee ota dag ena es 


The accompanying notes are an integral part of this statement. 
Details of assets and liabilities can be found in Sections 6 to 11 of this volume. 


September 15, 1981. 


1. A. STEWART, 
Deputy Minister of Finance. 


Dit 


198] 


18,947 
17,938 
1,009 
23,966 
1,637 
22,329 
— 228 
110 


~ 338 
1,193 
852 
1,471 
329 
3,845 


26,845 


4,873 

711 
4,162 
2,264 
2,293 


99 
8,818 


40,795 
15,812 

136 
21,770 
78,513 


96 

107 
136 
339 
78,174 


2,929 
1,707 
4,636 


12 
4,624 


82,798 


118,461 


1980 


103,626 


Net increase 
or decrease ( - 


7,895 

— 2,269 
23 
5,445 
11,094 


— 83 

| 

23 

- 59 
11,153 


- 61 
=. 
- 66 


— 66 
11,087 


14,835 


D. H. W. KIRK WOOD, 


Deputy Receiver General for Canada. 


GOVERNMENT OF CANADA 


Statement of Use of Appropriations 
for the Year Ended March 31, 1981 


(in millions of dollars) 


Appendix D 


Agriculture—Budgetary 

Non-budgetary .. Fn eR. snd 
Communications—Budgetary ...........0....0cc0cccccccsccsesseesesceseeeeeene 

INon-budsetanyere scr. 2. eee hic nn. 

Consumer and Corporate Affairs—Budgetary ... 
Economic Development—Budgetary ......... 

Employment and Immigration—Budgetary eee 

Non-budgetary 

Energy, Mines and Resources—Budgetary ssa ge 
Non-budgetary......... Pee 


Environment—Budgetary . 
Non-budgetary 
External Affairs—Budgetary 
Non-budgetary 
Finance—Budgetary ........00.0.0..cccc 
Non-budgetary .. ee 
Fisheries and Oceans—Budgetary 
Non-budgetary 
Governor General—Budgetary : as 
Indian Affairs and Northern Development— Budgetary ...... 
Non-budgetary 
Industry, Trade and Commerce—Budgetary : * 
Non-budgetary 
Justice-—Budgetary Mae 
Labour—Budgetary ...... oe 
National Defence-—Budgetary 
Non-budgetary ... 
National Health and Welfare—Budgetary 
National Revenue—Budgetary 
Parliament—Budgetary 
Post Office—Budgetary 
Privy Council-—Budgetary 
Public Works-—Budgetary 
Non-budgetary 
Regional Economic Expansion—Budgetary 
Non-budgetary ..... 
Science and Technology—Budgetary : 
Secretary of State—Budgetary. 
Social Development —Budgetary . 
Solicitor General— Budgetary 
Non-budgetary 
Supply and Services—Budgetary .. 
Non-budgetary .. 
Transport— Budgetary 
Non-budgetary 
Treasury Board— Budgetary 
Veterans Affairs—Budgetary 


Appropriations 


921 
626 
1,188 
15 


The accompanying notes are an integral part of this statement. 


Details of use of appropriations can be found in Volume II. 
) Less than $500,000. 
Amounts in roman type are budgetary. 


Amounts in bold face type are non-budgetary loans, investments and advances. 


September 15, 1981. 


1. A. STEWART, 
Deputy Minister of Finance. 


Balances 
Used in ; Used in 
the current Carried the previous 

year Lapsed Overexpended forward year 
882 18 21 782 
240 386 288 
1,170 9 9 854 
15 () qd) 4 

77 2 73 

1] a 8 
3,588 67 3,463 
15 20 22 
3,846 26 () 761 2,012 
512 83 397, 267 
537 18 456 
() () 

1,084 50 4 1,053 
375 8 1 1,501 392 
14,781 3 12,114 
181 1,435 5 
368 8 314 
-2 32 -2 

3 () 3 
1,417 7 l () 1,126 
36 5 49 18 
655 20 2 579 
-97 11 10,199 304 
175 4 () 133 
94 l 75 
5,077 | 27 4,389 

13 
15,782 15 14.038 
677 os Q) 581 
130 | (1) 39 
1,597 27 1,412 
68 | 154 
2,032 141 33 1,750 
474 11 4,081 946 
722 | 12 628 
-8 17 ZS 5 
392 12 325 
2,133 12 1 2,022 
2 2 

1,055 56 3 904 
qd) (1) (1) 
321 8 204 253 
-2 16 -3 
25523 66 2 101 1,630 
25 26 888 123 
172 71 201 
1,006 15 933 
625307, 668 47 1,154 52,364 
1,764 161 7 19,242 2,369 
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Notes to the Financial Statements of the Government of Canada 


1. Significant Accounting Policies 


The accounting policies of the Government of Canada are 
based on concepts embodied in the British North America Act, 
the Financial Administration Act and other legislation. 


i. Basic concepts 


The two basic concepts on which the Government’s 
accounting system is based are found in the British 
North America Act: first, the concept of the Con- 
solidated Revenue Fund, which emanates from the 
requirement that all duties and revenues received, other 
than those reserved to the provinces, “shall form One 
Consolidated Revenue Fund”; second, the concept that 
the baiance of the Fund, after certain prior charges, 
“shall be appropriated by the Parliament of Canada”. 


Parliament provides authority to make payments out 
of the Consolidated Revenue Fund in annual appropria- 
tion acts and other statutes (referred to as statutory 
appropriations). Spending authority granted in appro- 
priation acts is for stated purposes and maximum 
amounts. Unless provided for in vote wording, unused 
spending authority granted in appropriation acts lapses 
at the end of the year for which granted. Spending 
authority provided by statutory appropriations is for 
specified purposes and for such amounts and such time 
as the acts prescribe. Spending authority provided by 
statutory appropriations does not lapse at the end of the 
year in which granted. 


ii. Government of Canada as an accounting entity 


For purposes of maintaining the Accounts of Canada 
and preparing the Public Accounts as required by the 
Financial Administration Act, the Government of 
Canada is defined as all the departments named in 
Schedule A of the Act; any division or branch of the 
Public Service, including a commission appointed under 
the Inquiries Act, designated by the Governor in Coun- 
cil as a department for purposes of the Financial 
Administration Act; the staffs of the Senate, the House 
of Commons, and the Library of Parliament; and, any 
corporation named in Schedule B of the Financial 
Administration Act. 


In accordance with the above definition, the corpora- 
tions named in Schedules C and D of the Financial 
Administration Act are excluded from the Government 
of Canada as an accounting entity; therefore, their 
financial statements are not consolidated with those of 
the Government. The financial statements of these 
Crown corporations are presented in Volume III of the 
Public Accounts. 


In addition, certain accounts and funds have finan- 
cial statements which are not combined with those of 
the Government, but appear separately in Volumes | 
and II. These accounts and funds include the Exchange 
Fund Account, the Canada Pension Plan Account, the 
Unemployment Insurance Account and other similar 
accounts. 
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Classification of financial transactions 
t 


The financial transactions of the Government as 
recorded in the Accounts of Canada and reflected in 
the Public Accounts are classified into budgetary, non- 
budgetary, foreign exchange and unmatured debt 
transactions. 


In general terms, budgetary transactions enter into 
the calculation of the annual surplus or deficit and are 
disclosed on the Government’s Statement of Revenue 
and Expenditure. All other transactions lead to the 
acquisition or disposal of financial claims or to the 
creation or discharge of financial obligations, and are 
disclosed on the Statement of Assets and Liabilities. 


For purposes of accounting and reporting, the Public 
Accounts uses the classification in force at the end of 
the year to which the report refers, and presents figures 
for the previous year adjusted where necessary to pro- 
vide consistency. 


. Budgetary revenue 


Budgetary revenue consists of all tax and non-tax 
receipts which affect the deficit or surplus of the Gov- 
ernment and includes revenue internal to the Govern- 
ment. 


The Government generally reports revenue in the 
year in which it is received, with refunds of revenue 
allocated to the year in which they are actually paid. 


Revenue is reported after deducting refunds paid and 
excludes amounts receivable, taxes collected on behalf 
of provinces, receipts from contributors to the Canada 
Pension Plan, the Unemployment Insurance and the 
superannuation accounts, and receipts and revenues 
credited to other asset and liability accounts. 


In the Statement of Revenue and Expenditure, reve- 
nue is reported both gross and net. The difference 
between the two is revenue credited to appropriations, 
and postal receipts used to defray postal expenditures. 


. Budgetary expenditure 


Budgetary expenditure consists of all charges to 
budgetary appropriations which affect the deficit or 
surplus of the Government. Such charges include those 
for work performed, goods received, services rendered, 
and transfer payments made, during the year, and, 
expenditure internal to the Government. 


Expenditure excludes pensions paid under the 
Canada Pension Plan, superannuation and other pen- 
sion accounts, Unemployment Insurance payments 
other than benefits to fishermen, payments financed 
from undisbursed balances of appropriations to special 
accounts and payments charged to other asset and 
liability accounts. 


In the Statement of Revenue and Expenditure, ex- 
penditure is reported both gross and net. The difference 
between the two is revenue credited to appropriations, 
and postal receipts used to defray postal expenditures. 


Vi. 


Vil. 


Vill. 


Assets 


Assets are defined as the financial claims acquired by 
the Government of Canada on outside organizations 
and individuals as a result of events and transactions 
prior to the accounting date. 


However, as a result of the Government’s accounting 
policies described above, and in accordance with the 
provisions of the Financial Administration Act and 
other legislation, certain financial claims are not report- 
ed on the Statement of Assets and Liabilities. The most 
important of these are accounts receivable for tax and 
non-tax revenue. 


Liabilities 
Liabilities are defined as financial obligations to 


outside organizations and individuals as a result of 
events and transactions prior to the accounting date. 


However, as a result of the Government’s accounting 
policies described above, and in accordance with the 
provisions of the Financial Administration Act and 
other legislation, certain financial obligations are not 
reported on the Statement of Assets and Liabilities. 
These include amounts for: contributions paid from 
statutory appropriations; annual vacation and benefits 
payable upon termination of employment; and, actuari- 
al liabilities arising from the indexing to the cost of 
living, of superannuate pensions and annuities. 


Fixed assets 


The fixed assets of the Government, which include 
land, buildings, works and equipment, are charged to 
budgetary expenditure at the time of acquisition or 
construction. Their existence, however, is acknowledged 
on the Statement of Assets and Liabilities by reporting 
them at the nominal value of $1. 


. Accumulated deficit 


The accumulated deficit consists of the annual sur- 
pluses and deficits since Confederation, together with 
the write-off of certain amounts charged directly to this 
account. 


Valuation of assets and liabilities 


ASSETS 


Assets are recorded at cost and are subject to annual 
valuation to reflect reductions from the recorded value 
to the estimated realizable value. 


LIABILITIES 


Liabilities are recorded in the amounts ultimately 
payable except for liabilities for the superannuation 
accounts of the Canadian Forces, the Public Service 
and the Royal Canadian Mounted Police, and the 
Government Annuities Account, which are valued on 
the actuarial basis. 


The Canada Pension Plan Account and the Supple- 


mentary Retirement Benefits Account are not main- ~ 


tained on the actuarial basis. The Canada Pension Plan 
Act limits payments from the Consolidated Revenue 
Fund to the balance in the Canada Pension Plan 
Account. 


XI. 


Appendix D 


Translation of foreign currency transactions 


Foreign currency transactions are translated and 
recorded in Canadian currency equivalents at the 
exchange rates prevailing at the transaction dates. 


Assets and liabilities resulting from foreign currency 
transactions are, in turn, reported at year-end closing 
rates of exchange; net gains are credited to revenue, 
while net losses are charged to expenditure. 


2. Changes in Accounting Policies 


On July 10, 1980, Royal assent was given to an Act to 


adjust the Accounts of Canada and to make related amend- 
ments to certain other acts. As a result, the following changes 
in accounting policies occurred: 


ill. 


Revolving funds 


The non-budgetary authorities for all working capital 
advances to revolving funds, departments and agencies 
were terminated. Certain revolving fund operations 
were continued under non-lapsing budgetary authori- 
ties; the remainder has been integrated with other 
budgetary operations. 


As a result of these adjustments, working capital 
advances to revolving funds of $811 million have been 
deleted by a charge to departmental expenditure, and 
revenues and expenditures resulting from the operations 
of revolving funds have been included in gross reported 
revenue and gross departmental expenditure of the 
Government. 


. Government's cost of paying unemployment insurance 


benefits 


The Act also amended the Unemployment Insurance 
Act to require that the Unemployment Insurance 
Account be credited commencing April 1, 1980, with 
the Government's cost of paying benefits on a current 
fiscal year basis rather than on a lagged calendar year 
basis. This change has eliminated the need to make 
non-interest bearing advances to the Account. 


As a result of this adjustment, non-interest bearing 
advances of $1,013 million and an allowance for the 
Government’s cost of paying benefits of $532 million 
have been deleted by a charge to departmental 
expenditure. 


Other internal accounts 


Certain other assets and liabilities amounting to $124 
million have also been deleted by a charge to depart- 
mental expenditure. Assets deleted were unamortized 
bond flotation costs of $140 million, while liabilities 
deleted were undisbursed balances of appropriations to 
special accounts of $16 million. 


Since 1979, the amounts deleted under this legislation have 


been fully provided for in the Accounts of Canada. According- 
ly, their deletion has had no effect on the deficit for the 
current or prior year. However, reported revenue and depart- 
mental expenditure for the current year are not comparable 


with amounts reported for the prior year since the effects of 


the adjustments described above have not been applied 
retroactively. The Government’s stated accounting policies do 
not provide for retroactive restatement because it is necessary 
to report expenditure in accordance with authority granted by 
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Parliament. Had the effects of the adjustments been applied 
retroactively, it is estimated that revenue and departmental 
expenditure would have been reported as follows (actual 
amounts reported are also shown for comparison): 


(in millions of dollars) 


If restated 


As reported retroactively 
19810) 1980 1981 1980 
Gross expenditure— 
Communications.......0....0....... 5 1,249 870 1,247 938 
Employment and Immigra- 

TONE en Ue bh 4,154 3,728 2,609 2,637 
Energy, Mines and Resources 5,243 2,016 5.225 2,394 
Rinance te ee a7 50) 12,118 14,646 12,118 
PublIC’WODKS <tr eee 2,298 1,803 2,308 1,982 
Supply and Services ............... 941 304 886 746 
AT PANSDOT URES «vee ues icc 3,052 1,799 2,380 2,078 
Other departments ....0...00...... 34,968 31,007 34,910 31,060 

Total departmental expenditure 66,691 53,645 64,211 53,953 
Provision for valuation....... — 3,202 478 —722 1,548 
Total gross expenditure .... 63,489 54,123 63,489 55,501 
Gross revenue $0,821 41,335 $0,821 42,713 
Deficits acs: 12,668 12,788 12,668 12,788 


() |t should be noted that the gross expenditure includes the value of loans 
deleted during the year. The loans include: Canadian Broadcasting Corpora- 
tion, $198 million (Communications); Atomic Energy of Canada Limited, 
$690 million (Energy, Mines and Resources); Northwest and Yukon territo- 
ries, $148 million (Other departments—Indian Affairs and Northern 
Development). 


3. Allowances for Valuation 


As stated in Note 1(x), assets are subject to annual valua- 
tion to reflect reductions from the recorded value to the 
estimated realizable value. The $5,502 million allowances 
reported on the Statement of Assets and Liabilities at March 
31, 1980 has been reduced to $2,300 million at March 31, 
1981. The change in allowances of $3,202 million is reported 
on the Statement of Revenue and Expenditure as the provision 
for valuation. 


The decrease in allowances for loans, investments and 
advances represents the difference between loans deleted 
during the year and the additional allowances resulting from 
the annual valuation. 


As a result of the changes in accounting policies stated in 
Note 2 above, no allowances were required in 1981 for 
accounts internal to the Government and for the Government's 
cost of paying unemployment insurance benefits. The follow- 
ing table summarizes the allowances for valuation: 


(in millions of dollars) 


Net 
increase 
or 
decrease 
1981 1980 (-) 
Loans, investments and advances... 2,300 3,000 — 700 
Other assets and liabilities (accounts internal to 
the Government) ’ ’ 1,970 —1,970 
Government's cost of paying unemployment in- 
surance benefits on a current fiscal year basis 532 — $32 
2,300 5,502 —- 3,202 


eS 


4. Contingent Liabilities of the Government of Canada 


A contingent liability is a potential liability which may 
become an actual liability should certain events occur. The 


DID 


contingent liabilities of the Government consist of explicit 
guarantees by the Government, and potential losses arising 
from pending and threatened litigation relating to claims and 
assessments in respect of breach of contract, damages to 
persons and property, and like items. 


The contingent liabilities of the Government as at March 
31, 1981 amounted to $4,171 million and are summarized in 
the following table: 


(in millions of dollars) 


1981 1980 
i) Explicit guarantees by the Government: 
Obligations of entities that are not agents— 
Borrowings by Crown corporations 189 530 
Borrowings by other than Crown corpora- 
tions ... 1,335 1,245 
Other explicit guarantees ©) 72) 
ii) Pending and threatened litigation 1,728 1.482 
4.171 3,978 


Details can be found in Section || of this volume. 


5. Financial Information Regarding Agent Crown 
Corporations 


All assets and liabilities of agent Crown corporations are 
assets and liabilities of the Government, due to the agency 
relationship. However, in accordance with the accounting poli- 
cies of the Government, the accounts of agent Crown corpora- 
tions are not consolidated with those of the Government and 
only the financial transactions between the Government and 
agent Crown corporations are recorded in the Accounts of 
Canada. 


Although borrowings by agent Crown corporations from 
lenders other than the Government are considered direct 
liabilities of the Government, such borrowings are not included 
in the Accounts of Canada since they are intended to be, and 
in practice are, repaid directly by the corporations. 


The following table summarizes financial information 
regarding agent Crown corporations as at March 31, 1981. 
The information has not been audited since certain of these 
corporations have financial year-ends other than March 31. 


(in millions of dollars) 


1981 1980 
ASSETS 
Claims against the Government , 748 482 
All other assets . 31,987 29,851 
TOTAL ASSETS 32,735 30,333 
LIABILITIES 
Obligations to the Government 5 ; 17,917 18,945 
Borrowings from lenders other than the Govern- 
ment F 5,630 4,385 
All other liabilities : 4,409 3,683 
TOTAL LIABILITIES 27,956 27,013 
EQUITY OF THE GOVERNMENT 
Share capital and contributed surplus...... 3,905 2,923 
Retained earnings .. : aes ; 874 397 
TOTAL EQUITY.......... ae hace 4,779 3,320 
TOTAL LIABILITIES AND EQUITY ... 32,735 30,333 


Details can be found in Section 6 of this volume. 


6. Insurance Programs 


Certain agent Crown corporations operate insurance pro- 
grams. In the event that such corporations did not have 
sufficient funds to meet their obligations, the Government 
would provide the required financing through appropriations, 
either budgetary or non-budgetary. 


The following table summarizes information regarding such 
insurance programs. The information has not been audited 
since the corporations have financial year-ends other than 
March 31. 


(in millions of dollars) 


S year Amount 


average of 
Insurance Net of net fund or 
Programs in force claims* claims provision 
Canada Deposit Insurance Cor- 
poration 
Current year 96,078 21 21 148 
Previous year 82,516 126 
Canada Mortgage and Housing 
Corporation 
Mortgage insurance fund 
Current year 29,706 174 173 293 
Previous year 26,731 436 140 481 
Home improvement loan in- 
surance fund 
Current year 25 6 
Previous year 25 5 
Rental guarantee fund 
Current year 12 
Previous year 1] 
Export Development Corpora- 
tion 
Accounts administered for 
the Government 
Current year 326 () () 
Previous year 440 () () 
Export insurance contracts 
entered into on its own 
behalf 
Current year 1,693 8 2 7 
Previous year 1,308 5 2 10 


* Refers to the difference between claims and amounts received from sales of 
related assets and other recoveries. 
() Less than $500,000. 


Appendix D 


7. International Development Assistance—Loans and 
Subscriptions 
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Loans to developing countries 


Included in loans to National governments of $2,942 
million ($2,713 million in 1980) are loans to developing 
countries in the amount of $2,149 million ($1,896 
million in 1980). These loans are part of Canada’s 
international development assistance program and are 
either interest-free or bear interest at rates that were 
more favourable than those prevailing in Canada at the 
time the assistance was provided. The balances out- 
standing at March 31, grouped by term, are: 


Grace period 


before (in millions of dollars) 
repayment Interest 

Term commences rate 1981 1980 

20 years 5 years 5% 19 

25 years 5 years 6% 23 2 

30 years 7 years 3% 168 137, 

30 years 7 years 2 

35 years 5 years J 4 4 

40 years 10 years - | | 

50 years 10 years iS 15953 1,752 
2,149 1,896 


* Interest-free. 


During the year, loan interest and commitment/ser- 
vice charges of $3.9 million ($2.5 million in 1980) was 
received from developing countries. Details can be 
found in Sections 6 and 13 of this volume and in 
Section 8 of Volume II. 


. Subscriptions and loans to international organizations 


Included in Loans, investments and advances—Inter- 
national organizations of $2,255 million ($1,966 million 
in 1980) are subscriptions to the capital of the Interna- 
tional Development Association and loans to other 
international financial institutions of $1,877 million 
($1,606 million in 1980). These subscriptions and loans 
are also part of Canada’s development assistance pro- 
gram. These institutions make loans to developing 
countries on terms similar to the loan assistance set out 
above. Subscriptions to international organizations do 
not provide a return on investment. They are repayable 
on termination of the organization or on Canada’s 
withdrawal therefrom. Details can be found in Sections 
6 and 13 of this volume. 
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OPINION OF THE AUDITOR GENERAL 
ON THE 
FINANCIAL STATEMENTS OF THE GOVERNMENT OF CANADA 


I have examined the following financial statements of the Government of Canada for the 
year ended March 31, 1981: 


—Statement of Transactions; 
—Statement of Revenue and Expenditure; 
—Statement of Assets and Liabilities; and 
—Statement of Use of Appropriations. 


My examination was made in accordance with generally accepted auditing standards and 
included such inquiries, tests and other procedures as I considered necessary to enable me to 
report as required by Section 6 of the Auditor General Act. 


In my opinion, these financial statements present information in accordance with the stated 
accounting policies of the Government of Canada as set out in Note | to the financial 
statements. Further in my opinion, except for the changes in accounting policies relating to 
revolving funds and the Government’s cost of paying unemployment insurance benefits, the 
effect of which is described in Note 2, the accounting policies are consistent with the — 
preceding year. 


I have the following reservations concerning certain of the stated accounting policies of the 
Government of Canada. 


—_In accordance with Notes 1(vi) and (x) to the financial statements, the full amounts of 
special assistance loans to developing countries and subscriptions to the special develop- 
ment funds of international financial institutions are recorded as assets. As described in 
Note 7, most of the loans are repayable over 50 years without interest, with no payments 
for the first 10 years. Loans with similar terms are made from the special development 
funds of international financial institutions. These loans and subscriptions by their terms 
confer financial benefits, the cost of which, in my opinion, should be included in the 
Statement of Revenue and Expenditure in the year of the transactions by providing an 
allowance against the loans and subscriptions. This allowance would be taken into 
revenue over the next 30 to 50 years in the case of loans, and over a longer period in the 
case of subscriptions. I have estimated that the adoption of such a practice would reduce 
reported assets and increase accumulated deficit by approximately $3.4 billion as at 
March 31, 1981 ($3.0 billion as at March 31, 1980). 


__Asg stated in Note I (vii), certain financial obligations are not recorded. I have estimated 
that recorded liabilities and accumulated deficit would be increased by approximately 
$5.6 billion as at March 31, 1981 ($4.7 billion as at March 31, 1980) if financial 
obligations at that date related to contributions paid from statutory appropriations, 
employee termination benefits and the indexed portion of pensions for persons now 
retired were recorded. This estimate does not include unrecorded financial obligations 
related to earned and unpaid annual vacation leave and the indexed portion of pensions 
for persons not yet retired. In my opinion, all these financial obligations should be 
appropriately recorded and reported in the financial statements to provide a more 
complete disclosure of liabilities. 


Additional information and comments on these reservations are included in my observa- 
tions on the financial statements in Section 3 of this volume. 


KENNETH M. DYE, F.C.A. 
Ottawa, Canada Auditor General of Canada 
September 15, 1981 
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Observations by the Auditor General 
on the 


Financial Statements of the Government of Canada 


Introduction 


I have examined the financial statements of the Government of Canada for the year ended 
March 31, 1981, which together with my opinion, are included in Section 2 of this volume. 
These financial statements are the Statement of Transactions, the Statement of Revenue and 
Expenditure, the Statement of Assets and Liabilities, and the Statement of Use of 
Appropriations. 


My examination was made in accordance with generally accepted auditing standards and 
included such inquiries, tests and other procedures as I considered necessary to enable me to 
report as required by section 6 of the Auditor General Act. This section provides that: 


“The Auditor General shall examine the several financial statements required by 
section 55 of the Financial Administration Act to be included in the Public 
Accounts, and any other statement that the Minister of Finance may present for 
audit and shall express his opinion as to whether they present fairly information in 
accordance with stated accounting policies of the federal government and on a basis 
consistent with that of the preceding year together with any reservations he may 
have.” 


My opinion includes two reservations concerning certain of the stated accounting policies 
of the Government of Canada. These reservations were included in the Auditor General’s 
opinion last year. The observations that follow provide additional explanatory information on 
the reservations. 


The observations also deal with the reporting of summary financial information to 
Parliament. In these observations, I comment on the need for generally accepted accounting 
principles appropriate for governments, the need for improved disclosure in explanatory notes 
to the financial statements, the need to reconsider the current and potential use of financial 
statements for government and the information they should display, and the need for strong 
central direction by the Comptroller General of Canada. 


International Development Assistance—Loans and Subscriptions 


In accordance with Notes I(vi) and (x) to the financial statements, the full amounts of 
special assistance loans to developing countries and subscriptions to the special development 
funds of international financial institutions are recorded as assets. These loans and subscrip- 
tions by their terms confer financial benefits on developing countries, the cost of which is not 
included in the Statement of Revenue and Expenditure in the year the loans and subscrip- 
tions are made. If this cost were so recorded, reported assets would be decreased and 
accumulated deficit increased by approximately $3.4 billion as at March 31, 1981 (approxi- 
mately $3.0 billion as at March 31, 1980). 


Canada provides assistance to developing countries by making grants and contributions 
and special assistance loans to them and by subscribing to special development funds of 
international financial institutions. The grants and contributions and the loans and subscrip- 
tions all confer financial benefits on developing countries. The grants and contributions, 
because they are not repayable or otherwise recoverable, are made under budgetary author- 
ity, recorded as expenditure and included in the deficit. The loans and subscriptions, because 
they are repayable or considered to be eventually realizable, are made under non- budgetary 
authority and recorded as assets. 


Special assistance loans and subscriptions to special development funds are, like grants and 
contributions, an important part of Canada’s official program of assistance to developing 
countries. Over the past 12 years, such loans and subscriptions increased from an accumulat- 
ed balance of approximately $200 million before 1969 to approximately $4,000 million at 
March 31, 1981. During the same period, approximately $5,000 million of assistance was 
provided to developing countries in the form of grants and contributions. 
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The amount of special assistance loans included in loans to national governments at March 
31, 1981 is $2,149 million. Of these loans, $1,953 million are repayable over 50 years without 
interest, with no payments for the first 10 years. Additional information concerning these 
special assistance loans is presented in Note 7 to the financial statements and on pages 6.29 
and 6.30 of Section 6 of this volume. At March 31, 1981, subscriptions to special 
development funds of international financial institutions amounted to $1,877 million. These 
special development funds make loans to developing countries with terms similar to the 
special assistance loans made by Canada. The terms of these subscriptions provide that, on 
withdrawal from or termination of the special development funds, Canada will receive a 
pro-rata share of the funds’ assets. Because of the nature of such assets, it would take many 
years for Canada to realize its share on termination or withdrawal. Additional information 
concerning these subscriptions is also presented in Note 7 to the financial statements, and on 
pages 6.31 through 6.33 of Section 6 of this volume. 


As described above, amounts expended by the Government in the current and prior years 
in respect of special assistance loans and subscriptions to special development funds will be 
recovered or realized without interest over a significant number of years. Since interest is not 
provided, the Government is not compensated for the use of its funds over the period the 
loans and subscriptions are outstanding. Since the Government is not compensated for the use 
of its funds, the present value of the amounts to be recovered or realized in the future is much 
less than the amounts expended today. 


As stated in the Study of the Accounts of Canada: “Ideally, the Government’s Statement 
of Assets and Liabilities should come as close as possible to reflecting the true economic 
value of the assets and liabilities recorded on it”. For example, a Treasury bill, which does 
not bear interest, is recorded as a liability by the Government at an amount determined by 
discounting (expressing at present value) future payments of principal at a rate set by public 
auction at the date of issue. The difference between the amount payable and the amount at 
which the Treasury bill is recorded—the discount—is the amount of compensation the 
Government pays for the use of borrowed funds. This compensation is included in interest on 
the public debt over the period the bill is outstanding. 


Sometimes a market value for financial claims and obligations is not available, and an 
alternative approach is required. For example, when a loan is made to a Crown corporation 
by the Government, it is recorded as an asset at the amount advanced. To compensate for the 
use of its funds, the Government charges interest on the loan. In the absence of a 
market-determined interest rate, the Government calculates an arbitrary rate by reference to 
its cost of borrowing. Accordingly, the amount at which the loan is recorded is equal to the 
present value of future repayments of principal and interest, discounted at this rate to the 
date of issue. 


Special assistance loans and subscriptions to special development funds should be similarly 
recorded at their present value through discounting, at an appropriate rate, amounts that will 
be recovered or realized in future years. As with loans to Crown corporations, the selection of 
an appropriate rate is, to some extent, arbitrary. However, it would seem reasonable to 
determine a rate by reference to the Government’s cost of borrowing in the same manner as 
rates are set for loans to Crown corporations. 


Discounted at the Government’s long-term borrowing rate for the year of the transactions, 
the amount that will be recovered or realized in future years in respect of special assistance 
loans or subscriptions to special development funds is approximately $600 million at March 
31, 1981. In my opinion, this is the amount at which these loans and subscriptions should be 
recorded in the accounts of Canada at the year end. The difference of $3,400 million between 
the amount at which they are currently recorded ($4,000 million) and the amount at which 
they should be recorded ($600 million) represents the cost to the Government of the benefit 
conferred on developing countries by the terms of these loans and subscriptions. This cost 
should be recorded by providing an allowance against the loans and subscriptions. This 
allowance, in the case of loans, would be taken into revenue over the next 30 to 50 years, their 
terms to maturity. In the case of subscriptions, the allowance would be taken into revenue 
commencing in the year of Canada’s withdrawal from, or the termination of, the special 
development funds. The period over which the allowance would then be taken into revenue 
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would correspond to the maturity of the loans outstanding in the funds at the time of such 
termination or withdrawal. 


In its Report dated February 21, 1979, the Standing Committee on Public Accounts 
recommended that the Office of the Comptroller General expedite a study to establish an 
appropriate basis for valuing loans to developing countries and subscriptions to international 
financial institutions, and that it report back to the Committee as soon as possible. The 
Committee also recommended that appropriate information regarding the loans and subscrip- 
tions be disclosed in the notes to the financial statements. As mentioned earlier, Note 7 to the 
financial statements provides such additional information. The Government has considered 
what basis is appropriate for valuing such loans and subscriptions and has concluded that, 
because they are financial claims on outside organizations and therefore assets as defined in 
Note 1(vi), they should be recorded at cost. In the Government’s view, cost is the full amount 
expended in respect of the loans and subscriptions rather than the present value of amounts 
that will be recovered or realized in future years. Although there is general agreement that 
benefits are conferred, the Government considers that the cost of such benefits is indirectly 
recognized in the accounts and included in the deficit in future years as costs of financing the 
amounts expended are incurred, and that it is sufficient to disclose the terms of loans and 
subscriptions outstanding at the year end in a note to the financial statements. 


In my opinion, the cost of benefits conferred by the terms of special assistance loans to 
developing countries and subscriptions to special development funds of international financial 
institutions should be recorded in the accounts of Canada and included in the Government’s 
Statement of Revenue and Expenditure in the year the loans and subscriptions are made. In 
addition to recognizing such costs at the time the benefits are conferred, this would result in 
loans and subscriptions being reported at amounts that more closely reflect their economic 
value. 


Unrecorded Liabilities 


The Government has defined liabilities as financial obligations to outside organizations and 
individuals as a result of events and transactions prior to the accounting date. However, 
under its stated accounting policies and provisions of the Financial Administration Act and 
other legislation, certain financial obligations that fit this definition have not been recorded. 
These unrecorded liabilities include financial obligations at the year end related to contribu- 
tions paid from statutory appropriations, employee termination benefits, and actuarial 
liabilities arising from the indexing to the cost of living of superannuation annuities 
(pensions) for former public service employees (including Canadian Forces and Royal 
Canadian Mounted Police) or their survivors. My Office has estimated that these unrecorded 
liabilities amount to approximately $5,600 million at March 31, 1981 ($4,700 million at 
March 31, 1980). In addition to these estimated amounts, there are other financial 
obligations, related to earned and unpaid annual vacation leave and the indexed portion of 
pensions for persons not yet retired, that also fit the Government’s definition of liabilities but 
are not recorded. 


Following is a summary of those unrecorded liabilities which have been estimated: 


(in millions of 


dollars) 

1981 1980 
Amounts related to contributions paid from statutory appropriations 

pubsidies Under the Railway Act: satntd oncen aesesnnsesmed bot. oe ee tos 200 170 
OLDE oe AS tena AOR Ne a eek ee ae oN he ne eee 30 
200 200 
Employee termination, benefits. (7a. ai sinper ns (rll: (G2) bo barisy 1,200 1,200 
Present value of indexed portion of pensions for persons now retired.................. 4,200 3,300 
5.600 4,700 


The liability for subsidies under the Railway Act has been estimated by the Canadian 
Transport Commission. The liability for employee termination benefits, and the present value 
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of the indexed portion of pensions for former public service employees (including Canadian 
Forces and Royal Canadian Mounted Police) or their survivors, were estimated by the 
Department of Insurance based on methods and assumptions used by the Department for 
purposes of current actuarial reports on the Government’s superannuation accounts. 


Unrecorded liabilities for earned and unpaid annual vacation leave have not been estimated 
by my Office because the information required was not readily available during our audit. 
However, based on annual salary and wage costs, they are also likely to be substantial. The 
Government should estimate these unrecorded liabilities at the end of each fiscal year by 
reference to personnel and other records maintained by departments and agencies. 


With respect to the indexing of employee pensions, determination of an appropriate 
liability is somewhat more complex. As a minimum, the liability should include the present 
value of the indexed portion of pensions for persons now retired. This minimum liability 
would not include provision for any further increases in these indexed benefits related to 
increases in the cost of living in future years. The $4,200 million estimate by the Department 
of Insurance referred to above has been prepared on this basis. This estimate is also presented 
on page 7.7 of Section 7 of this volume. 


The liability for indexing employee pensions should include some provision for the indexed 
portion of benefits for persons who have not yet retired and for future indexing for persons 
now retired as discussed in the preceding paragraph. However, the determination of 
appropriate amounts is a matter requiring further study. The additional liability may be 
significant. In my opinion, the Office of the Comptroller General, in consultation with other 
members of the accounting profession with background in pension issues and with the Chief 
Actuary of the Department of Insurance, should examine alternative methods of accounting 
for pension costs and obligations and determine an appropriate basis of recording and 
disclosing actuarial liabilities and related pension costs arising from the indexing to the cost 
of living of superannuation annuities. 


Based on the definition of liabilities as financial obligations to outside organizations and 
individuals as a result of events and transactions prior to the accounting date, the exclusion 
from reported liabilities of the significant financial obligations described above results in an 
incomplete reporting of liabilities as defined. This directly affects the reported accumulated 
deficit and financial position at the year end. In my opinion, financial obligations at the year 
end related to contributions paid from statutory appropriations, employee termination 
benefits, earned and unpaid annual vacation leave, and actuarial liabilities arising from the 
indexing to the cost of living of superannuation annuities should be appropriately recorded in 
the accounts of Canada and reported in the financial statements to provide a more complete 
accounting and disclosure of liabilities. 


Reporting of Summary Financial Information to Parliament 


In his 1979 and 1980 observations on the Government’s financial statements, the Auditor 
General called attention to the need for: 


—generally accepted accounting principles appropriate for governments; 
—improved disclosure in explanatory notes to the financial statements; 


—reconsideration of the current and potential use of financial statements for government 
and the information they should display; and 


—-strong central direction by the Comptroller General of Canada. 


In the following sections of this observation, I comment on each of these matters. 


Need for government accounting principles 


The Government of Canada prepares its financial statements in accordance with stated 
accounting policies. These accounting policies are primarily based on concepts found in the 
British North America Act, as described in Note 1(i), together with other legislative 
provisions and administrative conventions that have evolved over the years. However, there 
are no generally accepted government accounting principles to provide objective standards of 
good accounting and reporting practice to which readers of the financial statements could 
refer and against which the statements could be audited. 
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In 1976, the Canadian Institute of Chartered Accountants (CICA) created a Study Group 
to catalogue existing practices in legislative accounting, reporting and auditing and to review 
underlying objectives and concepts. For the most part, members of the Study Group were 
drawn from the federal and provincial governments, including representatives from this 
Office and from the Office of the Comptroller General of Canada. In 1980, the Study Group 
issued its report, entitled Financial Reporting by Governments. In the Report, the Study 
Group concluded that there is a need for generally accepted reporting standards for federal 
and provincial governments to achieve consistency in financial reporting and comparability 
between governments. 


The Study Group also concluded that the CICA should take the initiative in encouraging 
the establishment of a body to work toward the development of generally accepted govern- 
ment reporting standards. In June 1981, the CICA announced the establishment of a new 
Government Accounting and Auditing Committee to recommend accounting and auditing 
principles and practices for use by governments. I am pleased to report that senior personnel 
from both this Office and the Office of the Comptroller General of Canada are members of 
this committee. 


Need for improved disclosure in notes to financial statements 


As in prior years, important summary information relevant to the Government’s financial 
position and its revenues and expenditures is excluded from the notes to the financial 
statements in Section 2 of Volume | of the Public Accounts. Although there is selective 
referencing of amounts in the financial statements to summary information in other sections 
of this volume, this summary information is presented in the midst of other more detailed 
information which may inconvenience and confuse a reader who is looking for a complete 
overview of the Government's financial position, revenues and expenditures. 


For example, in response to a recommendation of the Standing Committee on Public 
Accounts in its Report dated February 21, 1979, the Government introduced Note 7 to the 
financial statements to summarize the terms and conditions of international development 
assistance loans and subscriptions. Although it is my view that the cost of the financial 
benefit conferred by these loans and subscriptions should be recorded in the accounts of 
Canada in the year the loans and subscriptions are made, Note 7 does provide important 
summary information related to significant components of loans to national governments and 
subscriptions to international organizations as reported on the Statement of Assets and 
Liabilities. 

I would encourage the Government to develop similar notes for other significant balances 
reported in the audited financial statements in Section 2. This would permit readers to have 
ready access to the summary information they need to understand the statements without 
having to constantly refer to information presented in the various other sections of Volume Ih. 
Since most of the information required to do so is currently available, much can be 
accomplished with little effort. 


Need to reconsider purposes of financial statements 


The current and potential use of summary financial statements and the information they 
should display need to be reconsidered. The nature and extent of information reported in 
financial statements and how it is presented depend on the objectives that the statements are 
designed to satisfy. Although the financial statements included in Section 2 of this volume 
are entitled “The Financial Statements of the Government of Canada”, they include only 
government departments as defined in the Financial Administration Act. Because many 
activities of government are carried out by organizational units other than government 
departments, significant assets, liabilities, revenues and expenditures are excluded from the 
existing financial statements. There is a need for summary financial statements that provide 
a comprehensive and complete summary of the Government’s financial position and its 
revenues and expenditures. 


In his 1980 observations, the Auditor General stated that the Office of the Comptroller 
General planned to study the purposes of summary financial reporting for the Government 
and the feasibility of developing comprehensive financial statements. We have been advised 
by the Comptroller General that this important study has commenced. 
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Need for central direction 


Under the Financial Administration Act, the Treasury Board, the Minister of Finance and 
the Receiver General for Canada all have certain responsibilities for developing accounting 
policies and preparing the Government’s financial statements. The development of generally 
accepted government accounting principles and comprehensive summary financial statements 
will require strong central direction and leadership within the Government of Canada. In 
1979 and 1980, the Auditor General recommended that central direction should be provided 
by the Comptroller General of Canada and that the Treasury Board should be given primary 
responsibility for the Government’s accounting and financial reporting policies. Appropriate 
amendments to the Financial Administration Act have not yet been made to vest this 
responsibility and authority in the Treasury Board and the Comptroller General. 
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